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CHAPTER I 
Recent economic developments in western Europe 


The present chapter deals with economic developments in the market economies 
of Europe in 1966, and with the prospects for 1967 as at present foreseen. In each 
section of the chapter, the discussion centres first on the industrialized countries 
of western Europe; developments in southern Europe — where more attention has 
to be paid to structural and long-term changes and less to short-term fluctuations — 
are described separately at the end of each section. Statistics for these countries 
are, however, included where possible in the same tables as those for the industrial 
countries. Section 7 is a special note on Yugoslavia. 


Section 1 of the chapter is a general assessment of output and demand changes 
and prospects and their relationship to economic policy. Section 2 (Household 
incomes and consumption), section 3 (Fixed investment), section 4 (Foreign 
demand), section 5 (Public finance) and section 6 (Employment, costs and prices) 
develop these topics in more detail. International trade-and-payments balances are 
dealt with only briefly in this chapter, but are covered fully in Chapter III. 


1. A GENERAL ASSESSMENT 


Trends in output and demand in the industrial countries 


As seen at present, 1967 promises to be the third year 
of relatively slow growth of output and economic activity 
in western Europe as a whole. In 1966 the combined 
national products of the industrial countries of western 
Europe increased in volume by about 34 per cent — 
slightly less than in 1965 (4 per cent).1 The outlook for 
1967 is that the overall increase in output will again lie 
between 3 and 4 per cent. These rates of growth are all 
below the long-term average rates of 44 to 5 per cent 
(and well below the 6 per cent reached in 1964). If the 
projection for 1967 is realized, the years 1965 to 1967 
will be the first in the postwar period during which the 
overall growth rate in western Europe has stayed at or 
below 4 per cent for as long as three years.” 


These three years represent a rather long drawn out 
phase during which all of the major countries, and several 
of the smaller ones, have undergone, or are now under- 
going — but not simultaneously — а period of read- 
justment. They contrast with the much sharper dip in 
1958, when the rate of economic expansion slackened 
substantially, and almost simultaneously, in every coun- 
try and where the increase in total output dropped to 
its postwar low of just over 2 per cent, but for one year 
only. In 1958 too, the recession in western Europe was 
associated with a fall in output in the United States; 
whereas in 1965 and 1966 — and, probably, in 1967 in 


1 The estimates of total output for “ western Europe” quoted 
here for past years normally refer to the combined figures of real 
gross domestic product, at market prices, published by the OECD 
for its member countries. 

2 For a summary of the variation in growth rates in 1952-1965, 
see Economic Survey of Europe in 1965, Part 1, Chapter II, page 68 
onwards. 


spite of the slight slackening which is generally expected — 
activity in North American countries has expanded 
relatively fast and increasing North American imports 
are helping appreciably to support the rate of growth in 
western Europe. Reversion to what has so far been the 
normal growth of 4 or 5 per cent a year depends more 
than anything on how soon some extra stimulus appears, 
or is given, to the growth of demand in western Germany 
and the United Kingdom. These two countries not only 
account for about half of the aggregate output of 
western Europe; they also take over a quarter of the 
total exports of the rest of western Europe. 


A short assessment follows of the main trends in 
economic activity during 1966 in each country, of the 
prospects for 1967 and of the economic policies being 
pursued. The trends and prospects are summarized in 
Table 1 on the basis of the national accounts; the figures 
for 1966 are invariably preliminary estimates, compiled 
before all the records are available. The forecasts for 1967 
are either official forecasts published in “ economic 
budgets ” or — if no official forecast exists — authorita- 
tive unofficial forecasts; the most recent forecast available 
has been taken but it must be noted that some were 
compiled several months ago and may not correctly 
represent the basis on which policies are now being 
formulated. The sources and dates of compilation of the 
forecasts are given in the notes to Table 1. 


Table 2 shows industrial production indices an 
Table 3 shows national accounting statistics by quarters 
for those countries for which such figures are available. 


An attempt has been made in Table 4 to summarize 
schematically the principal policy actions taken during 
1966 (and early 1967). The table is confined to actions 
which appear to have been designed primarily for con- 
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‚ Sources: Data for 1964 and 1965 are from replies to United Nations ques- 
tionnaires on national accounts and: 


Denmark: Statistiske Efterretninger, No. 54, 11 November 1966; 
_ France: Rapport sur les comptes de [а nation de l’année 1965; 
_ Western Germany: Wirtschaft und Statistik, Мо. 1, January 1967; 


Greece: Oikonomikos Tachydromos, 8 December 1966; 
Norway: Okonomisk utsyn over Gret 1966; 
Sweden: The Swedish Economy, Autumn 1966. 
Preliminary results for 1966 and forecasts for 1967 are from: 


Austria: Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung, 


No. 12, December 1966; 

Belgium: Europea n Economic Community: The Economic Situation in the Com- 
‘munity, No. о December 1966, and Conseil central de l’économie: Notes 
mensuelles sur la situation économique, February 1967; 

Denmark: Statistiske Efterretninger, No. 64, 22 December 1966; 


_ Finland: Tilastokatsauksia-Statistiska Oversikter, No. 9, 1966; "Economic Survey, 


1966, and Helsingin Sanomat, 29 January 1967; 


France: Comptes prévisionnels de Раппве 1966 et ’ principales hypothéses écono- 


ti a pour 1967, in Statistiques et Etudes financiéres, Мо. 215, November 
Western Germany: Wirtschaft und Statistik, No. 1, January 1967 and EEC, op. cit.; 
Greece: Oikonomikos Tachydromos, 8 December [9 6; 
Italy: ISCO, Rapporto al Consiglio Nazionale dell’Economia e del Lavoro, Rome, 
27 January 1967, and EEC, op. cit.; 
Netherlands: Centraal economisch plan, 1967; 
Norway: Okonomisk utsyn over Gret 1966 and The National Budget of Norway, 1967; 


junctural management of the economy; it omits acts 
of policy which appear to be aimed primarily at long- 
term or structural change. 


* 
* * 

The western European economies may be roughly 
grouped by the points at which they stand in the present 
cyclical phase. 

Four countries — France, Italy, Norway and Sweden 2“ 
— enjoyed normal growth rates in 1966 and are likely to 


22 Later figures for Sweden, received after the SURVEY was 
written, show a growth rate of 2% instead of 3 per cent; so Sweden 
should not have been included in this group. 
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Spain: Banco Central, Estudio Econdémico, 1966; 
Sweden: Finansplanen 1967; 
Switzerland: La Vie économique, No. 2, February 1967; 
United Kingdom: National Institute Economic Review, February 1967. 
Key to months in which data were calculated: 
S = September 1966 O = October 1966 
NN = November 1966 D = December 1966 
J = January 1967 F = February 1967 
Nore. — Data for 1966 and 1967 have been rounded to the nearest half-point. 
In the case of Denmark, Norway and Sweden figures in this table are given for 
national (rather than for United Nations) accounts concepts for comparative 
purposes over time. 
a Gross-gross concept (i.e. data for investment and GNP include expenditures for 
repair and maintenance). 
р French national accounting concept. Major differences with the SNA are: 
imports relate to commodity trade only; exports include the balance of services; 
public consumption and GNP exclude the salaries of government employees. 


¢ Including ships. Data excluding ships are: 


Total fixed Machinery 

investments and equipment 
1964 . во 5 Ci ee 5.3 7.3 
1965 2, Е Ве 3.7 4.6 
1966 1. м. о сама wae 6.5 10.0 
1967 PT IAPC AE IEP os ae 5:5 6.0 


continue to do so in 1967, although some signs of hesi- 
tation have recently become apparent in France. France 
and Italy, the first countries to enter a phase of read- 
justment in 1964, are now in the second year of brisk 
re-expansion. Norway and Sweden, by contrast, have 
been the only countries able to avoid sub-normal growth 
rates in recent years; official projections for 1967 envisage 
some slight acceleration. In almost all the other countries 
of western Europe, the rates of expansion in 1966 were 
substantially below their long-term average rates or 
threaten to fall below them in 1967. Thus in Austria and 
the Netherlands, output was expanding fast in 1966 but 
the present outlook suggests a significant slackening this 
year. Denmark and Ireland experienced slow growth in 
1966 but there is a possibility of some re-expansion, 


Page 4 — Chapter I | ; 
TABLE 2 
Industrial production in certain western European countries, 1964 to 1966 


Quarterly indices 1962 = 100, seasonally adjusted, and percentage change over previous year 


1964 1965 1966 on Sepia over 

saa I п ш ТУ I п Ii IV I п ш Iv* | 1963 1964 1965 1966* 
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ees ны iia Fel ie ie iT et | Dr ak sie at 5 27 16 | 
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Poland ae. eee 08 110 из 04 117 119 120 119] 121 123 120 18| 53 57 68 40 
и и2 113 112 42/112 113 116 119] 120 121 125 15| 47 176 16 61 
EERIE SEO Sep 110 112 113 115] 118 119 118 120/122 123 120 119] 38 84 57 16 
Tene ee 106 116 113 118/111 121 116 120] 113 120 16 .. | 50 80 34 43 
Ate ee eee 12 110 107 109/110 114 116 119) 122 127 130 131] 87 1446 ил 

и 14 114 114 -117| 120 120 121 125|128 129 129 132| 53 92 59 6, 
с мет. 109 115 114 115| 121 122 123 124|126 127 128 18| 58 91 67 48 
© 113 116 18 121) 125 125 129 128|129 131 133 131| 64 98 7.5 30 
Я 104 113 110. 116| 110° 115 113 19| 3 120 lie }..| 52 50 34 35 
аа» lit 111, 112 114) 15 15° 115. 06| 6 0175915 |238 17220. 1 
о te 101 117 137 121/112 132 142 127/127 156 160 145| 74 106 80 148 
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a eee 122 122 115 131/129 133 129 148/155 156 145 168] 87 129 98 15.7 
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Sources: OECD, Main Economic Indicators; and ECE, Statistical Indicators 
of Short-term Economic Changes in ECE Countries. 


Turnover of manufacturing industries, not adjusted for seasonal fluctuations. 


especially in Ireland, in 1967. The remaining countries 
— western Germany and the United Kingdom among 
the large economies; Belgium, Luxembourg, Finland and 
Switzerland among the smaller ones—all had slow 
growth rates in 1966. No substantial acceleration can 
at present be expected in these countries for the year 1967 
as a whole, even if re-expansion begins during the course 
of the year. From the provisional data given in Table 1, 
Austria, France and Italy were the only industrial 


countries where the growth rate in 1966 was faster than 
in 1965. 


This picture of current and prospective year-to-year 
growth rates in total output is confirmed by the evidence 
of recent tendencies in industrial output (Table 2 and 
Chart 1) and in gross domestic product for those countries 
providing quarterly data (Table 3). In France, Italy, 
Norway and Sweden, industrial output has been rising 
during 1966.3 But in Austria, France and Netherlands, 
some signs of slackening were beginning to appear in the 
latter part of the year. For Denmark and Ireland (espe- 
cially for Ireland), there is some evidence of acceleration. 


* The following convention is used: “ during 1966” to describe 
a change, shown by quarterly or monthly figures, occurring between 
the end of 1965 and the end of 1966; “ in 1966 ” to describe a change 
between the annual average for 1965 and that for 1966. 


4 Based on January-September. 
¢ Not adjusted for seasonal fluctuations. 
4 Yearly increase for manufacturing industry. 


In western Germany and the United Kingdom, industrial 
output showed clear signs of dipping during the summer 
and autumn. The latest industrial production figures in 
both countries are well below those of a year before; the 
estimates of gross domestic product, as is normal, show 
a less volatile tendency but reveal no significant gain 
during the year. In Belgium and Finland, the industrial 
production indices have been static throughout 1966 and 


in Switzerland the rate of expansion, although steady, 
has been small. 


In last year’s SuRvey,* three major reasons were given 
for the slow rates of expansion in western Europe as a 
whole in 1965: the use of restrictive demand policies in 
France, Italy, the United Kingdom and some other 
countries; the increasing strain on resources, particularly 
on manpower resources, in western Germany and else- 
where; and the slackening of private investment demand 
in many countries after its rapid increase in 1964. The 
difficulty of distinguishing the effects of these three 
causes was emphasized, since they have often occurred 
in conjunction with each other, and react on each other. 


Except in France and Italy, restrictive policies have 
continued throughout 1966 (Table 4) while the weakness 


* Economic Survey of Europe in 1965, Part 1, Chapter II, page 9. 
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Sources: OECD, Industrial Production, supplement to Main Economic Indicators ; and national statistics. 


< OECD Europe. 


of private investment demand has, most often, been 
accentuated. On the other hand, there is some evidence 
_ ОГ reduced pressure on manpower resources leading to 
slower increases in wages, although not yet to much 
: reduction in the rate of price increases. 


_ Generally speaking, developments last year were dis- 
_tinctly less encouraging than was expected. This can be 
_ зееп, in more precise terms, by comparing the estimated 
_ out-turn for 1966 (in Table 1) with the forecasts in the 
last of these Surveys.® The forecasts for 1966 reproduced 
there are for the most part the latest available at the 
time from official or authoritative unofficial sources and 
were originally made late in 1965 or early in 1966.6 The 
comparison is not made to weaken confidence in the 
ability of forecasters, but because it throws some light 
on the analysis of short period developments. 

The increase in output fell short of the forecast in 
Belgium, Finland, western Germany (23 instead of 4 per 
cent), Ireland, Netherlands, Sweden, Switzerland and the 
United Kingdom. Only in Austria, Denmark, France, 
Italy and Norway was the forecast achieved or exceeded. 


5 Jbid., page 2, Table 1. 
в Some of the forecasts were those published by the European 
Economic Community and the extent to which they conformed to 
official national expectations varies. 


It was suggested in the Survey that the growth rate of 
output would be over 3 per cent in every country except 
the United Kingdom; in fact, the figure of 3 per cent was, 
probably, exceeded only by five out of thirteen countries 
(Austria, France, Italy, Netherlands, Norway). More 
significant is the fact that in all countries where actual 
growth was less than expected, a major reason was the 


Actual 
Forecast (preli- Differencea Differencea in : 
for 1966  minary) Investment Exports 


(Gross national product) 


‘Austria. «ict. 2 4 4-44 ak a ыы 
Ве а 3 3 == = = 
Denmarkess 5 « - 3 3 = bs 
Finland... «5 34 3 ss ry: = 
rancCene encase 44 5 + == = 
Western Germany 4 24 — = as 
Icelandic. Вы 3-34 4 — = ae, 
TOE, or ВЯ ote 8 43 53 + = a 
Netherlands... 54 44 = = 
Norway .... 45 44 = = Е 
Sweden. .... 4 3 — =2 = 
Switzerland... 4 24 —- = + 
United Kingdom. 2 1 25 as a) 


a Excess of actual over forecast +; shortfall —; approximately the same =. 


1963 


1964 


1965 


1966 


United Kingdom 4 

80 
100 
106 
110 


115 
119 
122 
124 


125 
124 


Sources; Western Germany: Deutsches Institut fiir 
Wirtschaftsforschung, Vierteljahreshefte zur Wirtschafts- 
Forschung ; and national statistics. 

a Imports and exports refer to goods only. 

$ Investment in machinery and equipment excludes ships, 
which are included in the total. 

¢ Seasonally adjusted data for private consumption and 
investments; imports and exports refer to goods only. 

4 Seasonally adjusted data. 
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shortfall in fixed investment.’ This may be attributed, in 
_ part, to a rather general underestimate of the strength 
and duration of investment recessions, and of the cumu- 
lative influence of confidence as a factor in investment 
decisions. A subsidiary reason, in several countries, was 
a shortfall in exports against forecasts — associated with 
the shortfall in output growth in other western European 
countries. Still another cause of over-forecasting (as 
pointed out in Chapter Ш, page 9) is that when the 
forecasts for 1966 were being made, there was a general 
tendency to underestimate the rate of growth actually 
achieved in 1965. 

The slowing down in the rate of growth of exports had 
a significant influence on activity in many countries in 
1966, especially marked in the smaller economies of 
western Europe. In nearly every country the rate of 
export expansion slowed down markedly, with the excep- 
tion of western Germany and Ireland. 

Because of the importance to several of the smaller 
countries of their markets in the larger economies within 
western Europe, there has been considerable apprehen- 
sion about the effects of continued low growth rates in, 
especially, western Germany and the United Kingdom. 
The significance of these trading links was assessed in 
last year’s SURVEY, which emphasized especially the 
heavy weight of western Germany as a market for the 
rest of western Europe.® As was pointed out then, it was 
hardly to be expected that the quite abnormal increase 
in 1965 in west German imports from the rest of western 
Europe would continue; in fact, the increase was reduced 
to a very small figure in 1966. This reduction was offset 
in total by the substantial acceleration in French and 
Italian imports from western Europe and, also, by some 
further acceleration of imports into the United States. 


The shift in the markets of fast expansion affected 
western European countries very differently. As shown in 
section 4 of this chapter, the major beneficiary of the 
faster growth in French and Italian imports was western 
Germany, while the effect of the slowing down in the 
west German market for imports was very widely felt. 


Imports from OECD-Europe into the larger economies 


Percentage change in value 


1965 1966 Average 1965 


1952-1965 $ billion 
Bran CCR Rsv tess ce ne ae 5 20 12 5.4 
Western Germany. .... 24 A) 14 10.1 
ау оси. by lk —54 18 О 3.3 
United Kingdota..... 4 9 6 5.4 
Totalefabove..... 10 10 11 24.2 
ее... 19 23 9 6.0 


Given the projections above for total output growth 
in the four larger economies of western Europe, and 
some slowing down in the United States, it seems pro- 
bable that, in total, their rates of growth of imports 


A pea: Finland, for which there was no forecast of investment 
in ‘ 


8 See Economic Survey of Europe in 1965, Part 1, Chapter II 
page 72 onwards. 


from western Europe will diminish somewhat further in 
1967. But—chiefly because the effects of the west 
German recession have already been so marked — this 
need not be regarded as a major new depressing influence 
on activity rates in western Europe as a whole. 

A summary follows of the main current trends and 
prospects in each country, taking first the four major 
economies and then the smaller ones. 


Re-expansion in France and Italy 


Since the summer of 1964 in Italy and the beginning 
of 1965 in France, output in both countries has been 
climbing out of the enforced stagnation of the period of 
stabilization. In 1966 as a whole, the growth rates of 
domestic product were about the same — 5-5} per cent — 
in both countries (against 34 per cent in both countries 
in 1965). For 1967, approximately the same rates of 
expansion as in 1966 are officially expected by both 
Governments. 

Although the annual growth rates have moved in 
parallel, the rate of expansion during 1966 has throughout 
been rather faster in Italy than in France (thus in the 
fourth quarter of 1966, industrial production was 11 per 
cent up in Italy against a year before; in France the 
increase was about 5 per cent). Moreover, the most 
recent indications, for example from “ business tests ”, 
suggest that the rate of expansion in France may now 
be slackening.® In Italy, it is officially expected that the 
growth rate will still accelerate a little, from 54 per cent 
in 1966 to 6 per cent in 1967. One reason for this diffe- 
rence in current trends is that towards the end of 1966 
French exports, especially to western Europe, began to 
level out, while the increase in Italian exports was not 
only faster than that in France, but was also well main- 
tained up to the end of the year. 


The process of recovery in France.and Italy during 
the past two years may be relevant to other countries 
facing the problem of controlled re-expansion. In both 
countries, as soon as the need for re-expansion was 
recognized, efforts were made to concentrate policy on 
the expansion of investment. Thus in Italy plans were 
made for increased public capital expenditure and in 
both countries fiscal and other measures were taken for 
stimulating private investment. In the absence of com- 
prehensive statistics of investment for shorter periods 
than a year, it is impossible to demonstrate with certainty 
the sequence of events during the recovery period. But 
such indications as can be gleaned (described in section 3 
of this chapter) strongly suggest that the attempts to 


° “ The evolution of the index of industrial production since the 
beginning of the holidays gives the impression that the growth of 
output has markedly slowed down to give place to a flattening out.” 
Even if this results in great part from instability of the seasonal 
movement and other special factors, “it appears nevertheless that 
the growth of industrial production is only at a moderate rate ”. 
The ‘ business tests ” of INSEE (made in December 1966) confirm 
this impression in respect both of current trends in output and 
demand and of anticipations. See INSEE, Etudes et Conjoncture, 
Supplément No. 1, 1967. A recent unofficial forecast is that the 
increase in 1967 may be about 4 per cent in national product, 
instead of the St per cent planned. (Estimate by Société d’économie 
et de mathématique appliquée, quoted in Le Monde, 2 March 1967.) 


timulate private investment directly — notably invest- 

ent in manufacturing industry — were not in fact very 
successful until other forms of demand had begun to 
expand. In France, increasing public investment played 
a part in stimulating a general recovery in demand. It is 
doubtful whether this is true of Italy, partly because of 
я very long delays in planning and financing increased 
public expenditure. The increase in fixed investment 
planned for 1966 was achieved in France. Within the 
rise of 5 per cent in total investment, private investment 
apa dwellings) increased about 5 per cent, and a 
larger increase for 1967 is suggested by recent business 
tests.1° In Italy — where total investment had fallen by 
about 7-8 per cent in both 1964 and 1965 — official 
projections at the end of 1965 indicated an 8 per cent 
‘increase in 1966; the actual increase in 1966 is at present 
estimated at about 6 per cent. Although the Italian gross 
domestic product in 1966 was about 12 per cent greater 
than in 1963, the level of total investment was still 
‘substantially smaller. 


_ The major stimulus to re-expansion in both France 
and Italy seems in the early stages to have come mainly 
from an accelerated increase in private consumption and 
some acceleration in public expenditure. In Italy, but not 
in France, the rise in private consumption was assisted 
by budgetary policy — taxes increasing less than social 
benefits. 


’ The first phase of re-expansion has been accomplished in 
both France and Italy without, so far, any serious reaction 
on internal or external stability. In France, average hourly 
wage earnings increased no more than in 1965 and less 
than in 1964 or 1963. Meanwhile, with almost no increase 
in employment, the rise in productivity accelerated and 
unit labour costs must have been about stable. The 
.French record in respect of unit labour costs in the last 
two years compares very favourably with that of nearly 
all other western European countries.“ Since industrial 
prices continued to rise, although very slowly, it seems 
that profit margins cannot have contracted further and 
total gross profits must have increased significantly. 
After taking into account tax reductions, the total savings 
of enterprises are estimated to have risen by about 
11 per cent in 1966. Indeed the figures of industrial 
labour costs and prices in France over the past four 
years do not suggest that the profit squeeze — indicated 
by national accounting statistics for the economy as a 
whole!? — has been as deeply felt in industry as in other 
sectors. The continued increase in consumer prices is 
due largely to food and services, and the rise of 2.8 per 
cent during 1966 can be described as modest.¥* 


10 See section 3 of this chapter. 

11 See section 6 of this chapter, especially Table 24. 

12 See Economic Survey of Europe in 1965, Part 1, Chapter II, 
page 38. 

18 Although the rise in both consumer prices and overall (gross 
domestic product) prices (3 per cent in 1966) exceeded the figure 
of 14 per cent allowed for in the Fifth Plan, the latter is now generally 
regarded as unrealistic, especially in view of the need to raise agri- 
cultural incomes and the inevitable rise in prices of services; a figure 
of 1.9 per cent is now regarded as the minimum practicable annual 
nicrease. 
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Even more strikingly than in France, the re-expansion 
of Italian industrial output in 1966 was accompanied by 
falling unit labour costs. Hourly earnings rose very little 
— less than in France — and the level of industrial em- 
ployment was about stable; a big rise in industrial produc- 
tivity and a substantial fall in unit labour costs were 
accompanied by a continued, if small, rise in industrial 
prices. The rise in profit margins in industry must have 
been substantial, and have gone a long way towards 
offsetting the pressure of wages on profits in the early 
1960s. (The relief to enterprises will, however, be offset 
to some extent in 1967 by the increases in taxes, and by 
the recent reversion to employers of part of social security 
contributions, to cover the costs fo repairing flood damage.) 


Thus in both France and Italy the pressure on prices 
from industrial wages was no longer so important in 
1966 in the main sectors exposed to international compe- 
tition. Moreover, the re-expansion has proceeded so far 
without increased pressures on the labour market. In 
Italy, unemployment has remained more or less unchanged 
and in France it has even tended to increase. 


On the external front, both France and Italy have 
suffered in 1966 some deterioration in their payments 
balances from the large current surpluses of 1965 (the 
French current balance was approximately in equilibrium; 
in Italy the current surplus was maintained by additional 
net income from invisible items). In France, in the 
second half of 1966, fast rising imports and a fairly 
stable level of exports led to a bigger annual rate of 
deficit in the trade balance than at any time in the past 
ten years, and contributed at the end of the year to 
some decline in foreign exchange reserves. In Italy, the 
increase in the trade deficit during 1966 was much more 
moderate and the current surplus on the balance of 
payments for the year as a whole is likely to be little 
less than the ten-year record achieved in 1965. 


The problem in France still appears, therefore, to be 
the familiar one of reconciling growth with internal and, 
even more, external stability. To some extent, the rise 
in productivity in 1966 and the stability in unit labour 
costs are normal for the early phase of recovery. But it 
is significant that the achievement of comparative stabi- 
lity in unit labour costs, and prices, in the industrial 
sector — the most crucial from the point of view of 
external equilibrium — has not ensured, in this early 
phase, a stronger competitive position in international 
trade. In part the problem may lie in the rather slow 
growth of industrial investment, in spite of the incentives 
offered and the easing of pressure on profit margins. 
That in turn may signify a lack of confidence in future 
expansion. Important as it is to prevent an expansion of 
demand so fast as to let the inflationary pressures break 
through, yet recent experience does not suggest that this 
restraint alone will create the conditions for improving 
competitiveness. There is at present no indication of new 
policies directed to stimulating expansion. The authorities 
may prefer to await an automatic improvement in the 
balance of payments (arising, for example, from re- 
expansion in west German imports). 


In Italy, the conditions for faster growth and a reason- 
able degree of international stability are now more 
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secure. There is no reason to expect a repetition of the 
rapid but unbalanced developments of incomes, employ- 
ment and imports as in the early 1960s. It is not intended 

to aim at the 7 or 8 per cent growth rates in total output 
which occurred then; current plans aim at a steadier 
5 per cent over the next few years. The reserves available 
to the Italian economy are sufficient to allow for smooth 
expansion and for concentration on the improvement of 
the economic and social structure. But a pre-condition 
is the development of better techniques for short-term 
control of demand, especially through the budget, by 
which inevitable fluctuations can be mitigated before 
they provoke more violent reactions. 


The possibilities of re-expansion: western Germany and 

the United Kingdom 

In both western Germany and the United Kingdom, 
the major factor in the decline in the growth rate, from the 
exceptionally fast expansion in 1964 to the exceptionally 
slow rates of 1966, was the collapse in the growth rate 
of fixed investment, especially marked in private invest- 
ment. In neither country was there any significant 
increase in total fixed investment in 1966. In both 
countries, the weakening of the investment impulse was 
to some extent a normal reaction to the preceding 
investment boom, and its effects on incomes, through 
the multiplier, could alone have been sufficient to account 
for a significant decline in output growth. 


In the United Kingdom, the crisis in the balance of 
payments which accompanied the boom of 1964 — as it 
accompanied every previous postwar phase of fast 
expansion — forced on the government once again a 
policy of demand restraint, through budgetary and 
credit instruments, which helped to provoke, and further 
accentuated, the investment reaction. Thus in 1966 as a 
whole, the only impulses to output growth were the rise 
in public expenditure, both current and capital, and the 
continuing small rise in private consumption; the impe- 
tus from earlier expansion kept wages and salaries and 
other personal incomes rising somewhat faster than 
prices. After the sterling crisis in mid-1966, however, tax 
increases and new restrictions on consumer credit on the 
one hand and, on the other, the introduction of an 
effective standstill on increases in wages, salaries and 
dividends, backed by compulsory powers, brought to a 
stop the rise in both gross and disposable household 
incomes, and prices were almost stabilized.4 After the 


№ The budget of May 1966 made no changes in personal income 
tax. But the introduction of the Selective Employment Tax (a payroll 
tax levied on all employers, with refunds — after several months 
delay — te those in manufacturing and public services) must have 
had a certain temporary deflating effect later in the year. In July a 
further batch of restrictive measures was introduced, including 
restriction on consumer credit, a surcharge on surtax, and a general 
10 per cent increase in most indirect taxes. In August, the govern- 
ment called for a complete standstill, for six months, in all wages 
and salaries and dividends, and on prices of all 2004$ and services 
unless justified by increases in taxes or import costs. The standstill 
was to be “voluntary ” but the Government took, and has used, 
temporary powers to prohibit by order specific increases where 
voluntary co-operation is refused. The six months’ complete stand- 
still is to be followed by six months of “ severe restraint ”, under 
the same system of voluntary action backed by compulsory powers, 
during which pay, dividends and price increases are to be allowed 
only in exceptional cases. 


middle of 1966, total final expenditure and output, at 
constant prices, were practically stationary; and the 
small continuing rise in public expenditure, and a rather 
faster increase in exports, have been about balanced by 
slightly declining consumption and ‘declining ды, 
investment. Meanwhile, the level of т ployment has 
been rising; it was practically stationary, at about 14 per 
cent, during the early phase of slower growth, but 
increased steadily during the second half of 1966 reaching | 
2 рег cent (seasonally adjusted) at the beginning of 1967. | 


The United Kingdom balance of payments reacted to 
the restraints on growth though more slowly than was” 
hoped. The current deficit of nearly £400 million in 1964 
was reduced to one of £100 million in 1965. In 1966 аз. 
a whole the deficit was still £60 million but in the second | 
half of 1966 a current surplus was restored. | 


By the turn of the year, therefore, the United Kingdom о 
economy had achieved, somewhat precariously, an effec- 
tive check to domestic inflation, and was approaching 
equilibrium in the balance of payments, at the cost of 
a complete stop to economic growth. If present policies 
continue unchanged, the prospect is that a very slow 
expansion in demand will soon be resumed. Some 
stimulus should come’ from rising exports — perhaps а 
rather faster increase than last year—-and from a 
continued increase in current public expenditure. More- 
over, the transition from the pay and price standstill 
(second half of last year) through the period of “ severe 
restraint ” (first half of this year) to a new phase of 
incomes policy which has not yet been defined seems 
bound to lead to some resumed increase in real house- 
hold incomes, which will be supplemented by increased 
scales for certain social security benefits. Thus real 
consumption should begin to increase again slightly. 
Against these expansionary forces, total fixed investment 
seems unlikely to increase significantly. Public sector 
investment is planned to increase (although earlier plans 
for expansion have been cut down), but the prospect is 
that private investment in industry and services will drop 
in 1967. The upshot is a marginal increase in real gross 
domestic product of about a half of one per cent over 
the year 1967 as a whole, but of between 1 and 2 per 
cent during the course of the year. 


So far, the government has taken only the most 
cautious steps towards stimulation: an increase in fiscal 
incentives to manufacturing investment in December 1966, 
a relaxation of the credit squeeze to help private house- 
building in February 1967, and 4 per cent reductions in 
the bank rate in February and March. Meanwhile, every 
effort is being made to maintain restraint on pay and 
price increases and to find a basis of agreement with the 
trade unions and employers’ organizations for continuing 
the machinery for control of pay and price increases 
after the period of “ severe restraint ” ends in August 1967. 
The Trades Union Congress has agreed to continue the 
system established in 1965 by which it scrutinizes all pay 


15 The following is based chiefly on the unofficial forecasts in 
National Institute Economic Review, February 1967. Broadly, these 
forecasts appear to agree with other recent unofficial forecasts. No 
official forecast in quantitative terms is made in the United Kingdom. 


ns by member unions, but has no power, other than 
suasion, to enforce its recommendations and no 
itrol over drift at the plant level. The major issue is 
ether the government should renew its statutory 
srs (which expire in August 1967) to prohibit speci- 
pay increases, or at least to postpone them, in the 
of the expressed conviction of union leaders that 
1¢ only effective solution is a system of purely voluntary 
Testraint without government intervention. 

о The internal and external policy problems of the 
United Kingdom present rather different faces. On the 
internal side, there is unused capacity.’* Unemployment 
is likely to go on rising through most of 1967 even if 
‘Output expansion were to begin at once; the record of 
earlier recessions shows that in Britain, as in other 
‘countries, considerable gains in output can be achieved 
in the early stages of an expansion before employment 
begins to increase. Moreover, it must be doubted whether 
any substantial upturn in private investment will occur, 
in spite of the tax incentives given last year, until there 
is more confidence in renewed growth of total demand. 
So long as output fails to expand, both corporate profits 
and private savings will remain relatively low. At the 
same time, the relative stability in costs and prices 
recently achieved is likely to be helped, rather than 
hindered, by the early phases of a re-expansion (the 
increase in the total wage and salary bill in 1966 in the 
United Kingdom was among the smallest in western 
Europe, and the rise in unit labour costs was primarily 
the result of the very low rise in industrial output).!’ 


The reasons for hesitation lie on the external side. On 
present policies there is every reason to expect the 
balance of payments to swing back into current surplus 
for the year 1967 as a whole?’ and into a surplus sufficient 
to cover both the outward net flow of long-term invest- 

“ment (allowing for the restrictions on such investment 
in developed countries) and the repayment of a large 
‘proportion of the IMF debt falling due at the end of 
the year. The question is, simply, how much re-expansion 
would be consistent with preserving the necessary 
external equilibrium in 1968 and beyond. The association 
between a fast growth rate and an unbalanced current 
account has probably been closer for the United Kingdom 
than for almost any western European country. The pro- 
blem has been accentuated (although not created) by the 
continuous increase in government overseas expenditure, 


16 An inquiry by the National Institute of Economic and Social 
Research at the end of 1966 found that in the engineering industry 
firms declared their ability to increase output by 6 or 7 per cent 
with their existing plant and labour force; for motor-vehicles, the 
figure was about 20 per cent. (Press release 27 January 1967.) A 
more comprehensive inquiry by the Confederation of British 
Industries, in January 1967, found only one-third of manufacturing 
firms working “at capacity”, compared with over half twelve 
months earlier. 

17 See Chapter I, section 6, especially Table 23. In the second half 
of 1966, as compared with the first half, there was probably no 
increase in unit labour costs in industry; employment and average 
hours worked were both down; probably by slightly more than 
output, while because of the pay standstill there was almost no 
increase in hourly earnings between the two half-years. 

18 The National Institute of Economic and Social Research 
suggests a current surplus in 1967 of £150 million (National Institute 
Economic Review, February 1967). 


military and civil,!9 and by the extra load of debt service 
incurred as a result of the credits received in the past two 
years. The question is whether the “ competitiveness ” 
of the economy has been, or can be, improved to such 
an extent that a new round of expansion can be under- 
taken with some hope that the consequences for external 
trade —and particularly the increased inflow of im- 
ports — will be substantially different from past expe- 
rience. This improvement might take the form either of 
changes in techniques and attitudes in industry, or of the 
continuation of an incomes policy of sufficient strength 
to have a definite effect on relative export prices. It must 
be remembered, of course, that the “ competitiveness ” 
of any one country depends as much on developments in 
the countries with which it competes as on its own position. 


The dilemma for the British Government is this. An 
early and gentle re-expansion would probably not at 
first prejudice seriously the improvement in the current 
balance of payments. But, because of the time-lags, a 
gentle re-expansion would do little to modify the rising 
trend of unemployment. On the other hand, to delay 
action may result in unemployment rising so much that 
the pressures for something more than a gentle re- 
expansion will become irresistible. The risks of another 
rapid expansion to the external balance (assuming 
unchanged exchange rates and free imports) may not 
appear until a year or so later, but remain very great. 
The risks may be acceptable, if there are good reasons 
to believe that the propensity to export, or the capacity 
to compete with imports, has considerably improved in 
relation to other industrial countries. If no such relative 
improvement is known to have taken place, then fast 
growth must still carry the threat of external 
disequilibrium. 

Although the trend of events in western Germany 
during 1966 appears similar in its general pattern to 
that in the United Kingdom, the emphasis must in fact 
be rather different. While attention in Britain has been 
concentrated on resolving the disequilibrium in the balance 
of payments, the central problem in western Germany 
has been seen as that of restoring internal stability. 


The big deficit in the west German current balance of 
payments appeared in 1965, when the rate of expansion 
of output was already falling; the deficit ($1.5 billion) 
was about as large as that of the United Kingdom in 
the year before. The major reason for the deficit was the 
same in both countries—a violent acceleration in 
imports, particularly of imports of manufactures, at a 
time of heavy pressure on manpower and capacity, 
although exports continued to expand fairly smoothly.” 


19 See Chapter III, pages 23-25. 
20 This can be seen from the following figures: 
Percentage changes in value 


1963 1964 1965 
Imports 
Western Germany. ...... 6.0 12.2 19.6 Dee 
United Kingdom ....... 7.3 18.24 1.2 3.5 
Exports 
Western Germany. ...... 10.2 10.9 10.4 12.5 
United Kingdom ....... 7.2 7.84 7.3 6.9 


Nore. — In western Germany, the effects of the worsening trade balance were 
greatly intensified by a worsening invisible balance. 
a In 1964 and thereafter, precious stones are included in foreign trade statistics, 
creating a significant lack of comparability. 
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The deficit was corrected, however, far more quickly in 
western Germany: the current balance swung back into 
surplus by the middle of 1966. As in the United Kingdom, 
there was no marked change in the trend of exports, 
which continued to rise in value at the rate of more than 
10 per cent a year (7 per cent in the United Kingdom) : 
the correction was almost wholly on the import side. 
The trade surplus in the second half of 1966 was as 
great as it has ever been and is still increasing. 

On the internal side, the balance has swung with 
almost equal rapidity from heavy pressure to a substan- 
tial margin of unused resources. Although national 
product increased about 23 per cent in 1966 as a whole, 
by the end of the year the rate of output expansion was 
probably negligible. In constant prices, total investment 
was falling, and private consumption hardly increasing. 
The only stimulus came from still fast rising exports and 
from a continuing rise in public consumption.*4 Unem- 
ployment (seasonally adjusted) rose from about 135,000 
(0.6 per cent) at the end of 1965 to well over 300,000 
(approaching 14 per cent) at the beginning of 1967. At 
this level, the unemployment rate is higher than it has 
been since 1959. The rate of capacity utilization in 
manufacturing industry has fallen to below 85 per cent 
at the end of 1966, a lower rate than at any time since 
1959.22 

Until the turn of the year, policy was dominated by 
the continued pressure on pay and prices, by the desire 
to achieve budgetary stability and, it must be added, by 
uncertainty whether the trend of output and employment 
was seriously weakening. Hourly industrial wage earnings 
rose 6 per cent during the year, compared with increases 
of 74 to 10 per cent in each of the three years 1962 to 
1965. But since industrial production and productivity 
were hardly increasing, unit labour costs rose substan- 
tially (about 4 per cent in the year 1966 as a whole). 
Since prices of industrial products were still almost 
stable, the squeeze on profit margins which began in 1965 
must have continued and has generally been held largely 
responsible for the weakness of investment. Consumer 
prices rose 24 per cent during the year, in spite of stable 
food prices. Thus even towards the end of the year, it 
was still possible to hold that “the elimination of the 
excessive demand ... and the incipient relaxation on 
the labour market have hitherto not yet sufficiently 
retarded the rise in wages as the most significant cost 
factor in the economy ”; and that “it would be а conse- 
quential mistake to assume that a growth crisis resulting 
mainly from эп excessive rise in costs and a subsequent 
excessive narrowing of profit margins could be remedied 
by easing monetary policy; the equilibrium of prices and 
the balance-of-payments equilibrium would once again 
be endangered ”.23 Hence the restrictive credit policy of 
1965 was maintained throughout 1966, and — because 
of the difficulties in using the budgetary instrument — 
bore with particular severity on private investment, 


1 Expansion und Stabilitét, Report of Sachverstandigenrat 
Jahresgutachten, 1966/1967 (November 1966), especially page 130. 


2 Ibid., page 51 (based on IFO estimates). 


*8 Monthly Report of the Deutsche Bundesbank (English edition), 
October 1966, pages 3 and 4. 


the reduced profit margins, and by the falling inflow 
foreign funds.*4 The view was taken that the first task 
was to restore cost stability, especially by restraint in 
personal incomes and consumption, so as to ease the 
way for a revival in investment. ; 
Forecasts for 1967, however, indicated a greater slow- 
ing down in output and demand than appeared accep- 
table. In November, the Council of Experts forecast for 
1967, assuming no change in policy, a growth of total 
real output of only 24 per cent, together with a fall in 
man-hours worked, and a decline in investment (at least 
in the first half of the year). A similar conclusion was 


2, ole Liebe 


саду impeded by uncertainty about future prospects, 
already impeded by ty crepe me! 


secrete tac ta ai 


reached by the Deutsche Institut fiir Wirtschaftsfor- | 
schung.2= The Council outlined the possibilities of an | 


alternative policy of controlled expansion which, in the 
Council’s view, offered the chance of at least a gradual 
fading out of the cost and price inflation. | 

At the beginning of 1967 policy began to be reversed. 
On the monetary side the demand for credit tended to 
weaken, and the return to surplus on the balance of 
payments brought in new funds. The discount rate and 


minimum reserve requirements were reduced in February | 


1967. More important, agreement was reached between 
the Federal Government and the Bundesbank on the 
financing of the budget deficit for 1967. In effect, the 
agreed budget should now provide a certain stimulus to 
the economy. Although formally the ordinary budget for 
1967 is almost in balance (in contrast with the deficit of 
DM 24 billion in 1966), it is recognized that the balance 
is achieved by an estimate of revenue (based on a nominal 
5 per cent growth in gross national product) which is 
almost bound to prove excessive. Revenue estimates 
based on less optimistic economic forecasts suggest a 
larger deficit than in 1966. In addition, an emergency 
budget has been added, providing for bond-financed 
expenditure outside the ordinary budget of up to 
DM 2.5 billion, to be used exclusively for public sector 
investment (e.g. railways, post office, and road building) 
according to the needs of the economic situation. Al- 
though plans are already being put in hand for spending 
DM 850 million immediately out of the emergency 
budget, it will necessarily be some time before the effects 
are felt on employment and output. It may very roughly 
be guessed that full use of the emergency budget (includ- 
ing multiplier effects), together with the expected rise in 
the actual deficit on the ordinary budget, might even- 
tually add something of the order of 1 per cent to the 


*4 This particular factor should have been relieved in the latter 
part ee when the surplus on the balance of payments was 
restored. 


| Е In November, the Institute forecast, if there were no change 
in policy, a growth rate of 2.2 percent. In January 1967, the Institute 
felt this forecast to be over-optimistic and suggested that the growth 
of output would effectively come to a stop in 1967. (DIW, Wochen- 
berichte, 10 November 1966 and 27 January 1967.) 


es Expansion und Stabilitét, pages 130 and 166. The Council 
recognized the impossibility of an abrupt cessation of cost and 
price increases but advocated the introduction of wage and price 
“ guidelines ” by which it hoped stability could be gradually achieved. 
A more controversial suggestion by the Council is their proposal 
of a fluctuating exchange rate (to vary by not more than 24 per cent 
in any year) as a way of stabilizing the balance of payments, 


owth rate of total output. Оп present showing, and 
ASS uming rapid use of the emergency budget, total output 
might rise by between 2 and 3 per cent in 1967 as a 
whole.”’ This does not seem to imply any substantial 
increase in the pressures on the labour market, since an 
increase in output of this order of magnitude could, at 
least to begin with, be reflected almost wholly in a faster 
rise in productivity.28 


_ One aspect of the change in policy in western Germany 
is the implied recognition — which some would consider 
unduly delayed — of the usefulness of the budget as a 
cyclical instrument. Meanwhile the “ Stabilization Bill ”, 
intended to create the institutional framework for the 
regular use of the budget for counter-cyclical purposes, 
Tremains under parliamentary consideration.?° 


In early 1967 a move was made in the direction of 
adopting “guidelines” for incomes policy. It was 
announced that the Government, business and labour 
representatives had reached an agreement on general 
economic objectives for 1967.°° The objectives included 
a rise in GNP (nominal) of 4 per cent and a rise in 
average weekly wages and salaries of 4 per cent (or 3 per 
cent an hour). Since no increase in drift is expected, this 
is presumably to be regarded as a guideline for collective 
negotiations. The expected rise in consumer prices is put 
at 2 per cent. These guidelines are not to be regarded 
as binding but to be borne in mind by the participants 
when making policy decisions. 


Continued normal growth: Norway and Sweden 


Among the smaller countries, Norway and Sweden 
are the only ones in which activity was expanding in 1966 
more or less in accordance with their long-term average 
‘rates of growth, and where, also, a similar expansion is 
at present expected for 1967.31 One major reason, in both 
‘countries, appears to be the very smooth trend — ш 
relation to the rest of western Europe — in investment 
over the past four years (Table 1). The widespread invest- 
ment boom in 1964 hardly touched either country; the 
steady growth in investment has proved an important 


27 п an address on 15 February 1967, Dr. Schiller, Minister for 
Economic Affairs, said that the government hoped to achieve a 
growth rate of real product of “ at least 2 per cent ” (Handelsblatt, 
16 February 1967). 


28 The Council of Experts estimate that a rise in real product of 
as much as 4 per cent between the second halves of 1966 and 1967 
would be needed for a significant reduction in unemployment (the 
rise in employment needed for a 4 per cent rise in output is calculated 
at only about half of 1 per cent) (Expansion und Stabilitat, page 170). 


29 The bill in its present form provides, among other things, for 
an annual economic report by the government including a quanti- 
tative statement of policy as a guide to public authorities, manage- 
ment and labour. 


39 Press statement by Dr. Schiller, Federal Minister for Economic 
Affairs, Neue Ziircher Zeitung, 3-March 1967. 


81 А slight slowing down in 1966 was attributable to the long and 
severe winter of 1965/66, affecting particularly forestry (Norwegian 
production in the 1965/66 season is estimated to have been 18 per 
cent down on the previous season) but also agriculture and 
construction. 


factor in the stable growth rate of total demand, and 
should still prove so in 1967.32 


At the same time, both countries have been subject 
— given the rates of growth achieved — to rather con- 
tinuous pressure of demand on capacity and manpower. 
Thus the increases in wages and salaries in 1966 were 
still rather high—7 to 8 per cent in hourly wage- 
earnings — although somewhat less than in 1965. In both 
countries, the wage negotiations in 1966 were particularly 
difficult. The increases in consumer prices were also 
relatively large in Sweden, where they rose 54 per cent 
during 1966 (in Norway 4 per cent, of which over 1 per 
cent was due to the agricultural income agreement 
accompanying the general wage agreement). 


For several years, the most acute problem arising 
from cost and price increases, in Norway and Sweden, 
has been their particular incidence on the sectors most 
exposed to international competition — the forest pro- 
ducts industries, shipping and, indeed, manufacturing 
industry generally — not only because of the effect on 
exports, but also because of competition with imports. 
Since pay increases have nearly always been more or less 
uniform throughout the economy, the difference between 
domestic unit costs and world prices has inevitably been 
carried by profit margins.** 


A considerable upsurge in Norwegian imports (exclud- 
ing ships) at the end of 1966 increased the probable 
deficit on the current balance to about Kr.925 million 
which, although greater than in 1965, is not exceptional; 
but the financing of large deficits (even when associated 
with the purchase of revenue-producing ships, which were 
not the main cause of the deficit in 1966) is increasingly 
difficult. In 1967, a much larger deficit is expected, this 
time associated with very heavy ship purchases. In Swe- 
den, the current balance moved into substantial deficit 
in 1965, because of a very heavy increase in imports; the 
deficit was somewhat reduced in 1966, and not much 
change is expected in 1967. 


In both countries, monetary policy has been directed 
towards restraint of demand throughout 1966.3% In both 
countries, too, there have been significant increases in 
indirect taxes, which, although helping to balance the 
budget, have also had inevitable effects on prices and so 
on wages. The Norwegian budget for 1967 proposes 
some reductions in personal income-taxes. But the 
Swedish budget for 1967-1968 includes further increases 
in both direct and indirect taxes. Public expenditure in 
both countries will remain an important expansionary 
influence — in Norway, the budget provides for increases 
in total Government expenditure of 10 per cent, implying 


82 The exceptional increase of 10 per cent expected in Norwegian 
investment in 1967, and a corresponding big rise in imports, is 
mainly due to increased purchases of ships, bought, and largely 
financed, from abroad. When ships are excluded, the smoothness 
of the increases in investment and imports over the past few years 
is even more pronounced (see Table 1, footnote c). 

33 Thus in 1966, of the 54 per cent increase in consumer prices, 
the “exposed sectors” are estimated to have contributed only 
0.2 per cent. 


84 In Norway, also, public capital expenditure was reduced during 
1966 by cutting allocations for construction. 
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ап`ассеегамоп in real terms;* in Sweden, the budget 


provides for a smaller increase in total Government 
expenditure in 1967 than in 1966, but the increase in 
current public consumption will not be very different in 
the two years. | 


Threatened contraction: Austria and the Netherlands 38 


Austria and the Netherlands are the only western 
European countries where output is at present expected 
to increase substantially less in 1967 than in 1966. In 
both countries, the national product in 1966 as a whole 
rose by 4 to 44 per cent. But the recent trends in indus- 
trial production suggest a levelling out — most marked 
in Austria — during the second half of the year. In the 
Netherlands — but not appreciably in Austria — unem- 
ployment began to increase from mid-year (in January 
1967 it was twice as high as a year before). 


One major reason for this levelling out appears to lie 
in the slowing down of export growth, and particularly 
of exports to western Germany which account for a 
quarter of both Austrian and of Netherlands exports. 
The Netherlands is also heavily dependent on the slow 
growing United Kingdom market. In both Austria and 
the Netherlands, consequently, the current balance of 
payments worsened considerably in 1966: in Austria, a 
deficit on current account of Sch. 5 billion is expected for 
the year and on current trends it is expected to increase 
further in 1967. In the Netherlands, the deficit increased 
to about F1.800 million (early in the year only Е1.300 mil- 
lion was expected); but an acceleration of exports and a 
flattening out of imports accompanying the reduced 
tempo of activity and less stockbuilding are expected to 
cut the deficit in 1967. 


Both countries — like many others — experienced a 
serious worsening in investment expectations. Although 
in 1966 as a whole investment continued to increase at 
a moderate pace, the expectations for 1967, based largely 
on industrialists’ declared intentions, have been gloomy. 
In Austria, a 7 per cent reduction in industrial invest- 
ment is expected; although public sector investments 
are planned to accelerate, the overall increase in fixed 
investment in 1967 is not expected to exceed 2 or 
3 per cent (against 6 per cent in 1966). For the Nether- 
lands, no increase in total investments is foreseen, or in 
investment by enterprises. 


In total, assuming the execution of current plans for 
increasing public authorities’ expenditure, the increase 
in national output in Austria is forecast at about 3 per 
cent for 1967; for the Netherlands, on existing policies 
the expected increase is now put at 34 per cent. In both 
countries these rates are well below the long-term average 
(1952-1965) of about 5 per cent. 


The authorities in both countries have been concerned 
with the continuously rising trend in domestic costs, 


35 In early March 1967, however, the Norwegian Minister of 
Finance announced certain restraints on bank credit and consumer 
credit and the postponement of certain public construction projects. 

3 Main sources for the forecasts for 1967 are: Austria: Monats- 
berichte des Osterreichischen Institutes fiir Wirtschaftsforschung, 
December 1966; Netherlands: Centraal Economisch Plan 1967 
(Central Planning Bureau), February 1967. 


especially because of the implications for the balance 
of payments. In Austria, with an increase in hourly 
earnings in 1966 of 8 per cent, and a rise in hourly 
productivity of only 3 per cent, unit labour costs in 
industry increased by over 5 per cent for the second year 
running after a period of comparative stability. In the 
Netherlands, unit labour costs rose about 4 per cent in 
1966, but have been increasing for longer in relation to 
those in competing countries. In the early 1960s, domestic 
cost inflation in the Netherlands proceeded without much 
check to the fast expansion of exports (in part it repre- 
sented a certain catching up in the level of Dutch wages); 
but there is now some fear that the competitive position 
is becoming prejudiced.®” 


a. so. № * 


In Austria, economic policy has been on the whole — 
neutral during 1966. In 1967, the increasing balance-of- | 
payments deficit may add to the strain on internal liqui- — 


dity, while the difficult situation in export markets, 


together with a continuous rise in costs, may well inten- — 


sify the pressures on profit margins, especially in export 
industries, and the decline in private investment. The 
forecast of 3 per cent growth in 1967 depends on the 
execution of plans for counter-cyclical Government 
expenditure and, probably, on a more expansionary 
monetary policy; without such measures, it is believed 
that the growth rate might fall almost to zero. The 
tensions in the labour market, and the risks of a con- 
tinuing rise in costs, are still substantial. The hope has 
been expressed that agreement on wage and price res- 
traints could be achieved, through the machinery of the 
Joint Wages and Price Commission.*® 


A fairly strict credit policy has been operated in the 
Netherlands during 1966, but without much success in 
restraining demand. Both the fiscal instrument and the 
machinery of incomes policy have now also been brought 
into play. The budget for 1966 was originally planned 
to be less expansionary than that of 1965; but in the 
event expenditure increased more than expected and 
local authority expenditure also rose strongly. In the 
early summer, as part of a stabilization programme, the 
execution of certain public investment programmes was 
postponed. The difficulties of using budgetary policy as 
a cyclical instrument, in conditions of political instability, 
contributed to the fall of the Government later in the 
year. The new Government, however, brought forward 
an agreed 1 per cent increase in turnover tax (in spite of 
opposition from the Social and Economic Council), and 
postponed an intended reduction in income-taxes. The 
budget for 1967 also includes a significant reduction in 
the rate of growth of Government expenditure. 


Efforts to induce moderation in pay claims were not 
strikingly successful, especially in the early part of 1966. 


‚ 1 Over the period 1962-1966, unit labour costs in manufacturing 
in the Netherlands increased about 25 per cent against 13 per cent 
in “ competing countries ” (Social and Economic Council, ninth 
half-yearly report, November 1966). 

o The Board of the Austrian Federation of Trade Unions issued 
a resolution in January 1967 pledging “ adaptation of the wage and 
salary policy of the Federation to the present economic realities 
and requirements ” provided that the planned reform of taxation 
of earned incomes is carried out in 1967 instead of 1968, 


In 1966 the major negotiations increased negotiated 
,Tates by 5-6 per cent (34 per cent in 1965); in May, after 
_ considerable disagreements in the Foundation of Labour 
(representing employers and unions), the Government 
transferred the power of approving agreements to the 
College of Mediators (a Government-appointed body) 
and took 7 per cent as the maximum increase to be 
approved under new agreements. The actual rise in 
average earnings (including the carry-over from the 
_ previous year, allowance for increased social security 
contributions, etc.) was over 10 per cent in 1966 as a 
whole. For 1967, the Government has urged that new 
increases in negotiated rates should be limited to 4 per 
cent (plus an extra 14 per cent in mid-1967) which, on 
_ the Central Planning Bureau’s estimates, should result 
_ in an increase in actual earnings (including social security 
charges) of about 8 per cent in 1967 as a whole. This 
_degree of slowing down in the rate of pay increases 
seems consistent with the general economic projections, 
which envisages a doubling of average unemployment 
from 42,000 in 1966 to 85,000 in 1967 (60,000 seasonally 
adjusted in December 1966). The legal machinery for 
price control was also brought into play in May 1966: 
no price increases were to be made without permission 
from the authorities until the end of the year. The 
compulsory price freeze was replaced in December 1966 
by reversion to the normal system of voluntary restraint 
accompanied by notification to the Government of all 
price increases. The Government laid down “ guidelines ” 
under which only changes in external costs — but not 
increases in wages — should be passed on in prices.*° 
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Continued slow growth: Belgium, Denmark, Finland, 
Ireland, Switzerland 


These five countries at present share one characteristic: 

. rather slow growth rates in 1966 and not much chance 

of reverting in 1967 to the average rates attained over 

the past seven or eight years. The reasons for this tempo- 

rary resemblance differ in many ways, but there are 

certain common features (shared, of course, with some 
countries outside the group). 


Each of these five countries is rather highly dependent 
on exports and the recent slowing down in expansion 
of exports, and difficult balance-of-payments situations, 
have played a part in reducing the growth rate. Each of 
them has experienced significant cost and price increases 
(although not very marked in Switzerland). Each of them 
has suffered from pressures on profit margins. Policy, 
especially credit policy, has tended to be restrictive — the 
main effect falling on investment. In each country, the 
previous increase in investment has slackened or disap- 
peared in the last year or two — partly in reaction to the 
big increases in 1964, partly because of weakened confi- 
dence in expansion in the immediate future, and accen- 
tuated by the pressure on profit margins and the res- 
trictive credit policies. 

Denmark and Ireland are the two countries in this 
group where some acceleration of expansion is expected 


89 The Association of Dutch industrialists, wholesalers and 
retailers promised to support these voluntary guidelines “as far 
as possible ”. 
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in 1967, and is indeed indicated by the tendency of 
demand and output during recent months. In Denmark, 
the weakening of investment and exports appears as the 
major factor, accompanied by a poor agricultural 
season. At the same time, the fast expansion in 1964 
led to very marked inflationary pressures which continued 
in 1965 and 1966: wage increases in both years were 
among the largest in western Europe (exceeding 10 per 
cent for hourly earnings in industry), as were the increases 
in unit labour costs. Consumer prices increased by 6-7 per 
cent during both years. Rising costs and prices, together 
with the deficit on the current balance of payments, led 
to the introduction of a restrictive credit policy in 1965, 
and — probably more important—to tax increases 
(there were-further increases in direct and indirect tax 
rates in 1966), although public expenditure continued to 
increase fairly steadily. 


Prospects for 1967 are somewhat brighter. Against the 
estimated increase in real national product of about 
3 per cent in 1966 (the smallest increase since 1958), an 
increase of 34 to 4 per cent is expected in 1967. The 
balance of payments has begun to improve. The question 
is whether the pressure from rising wages and prices will 
slow down.*° 


The very small output increase in Jreland in 1966 
(probably under 1 per cent), following a rise of only 
24 per cent in 1965, was more unexpected. It was partly 
the delayed result of a poor agricultural season and of 
poor exports in 1965 (when net agricultural output fell, 
to revive only slightly in 1966). Industrial output, how- 
ever, continued to increase. Fixed investment appears to 
have declined significantly in 1966 (as in Finland and 
Switzerland but in no other western European country). 
Private and public consumption were effectively stable 
in 1966. Unemployment — which has been about 5-6 per 
cent of insured workers throughout the 1960s — rose 
somewhat, while net emigration increased. 


A major reason for the stagnation of 1966 was the 
restrictive credit and budgetary policy adopted in 1965; 
policy appears to have been adapted to the threatening 
balance-of-payments situation at that time and to the 
expectation of an increase in domestic demand which 
did not occur. In fact, Ireland was one of the very few 
countries in which exports rose faster in 1966 than the 
year before, while imports remained very stable; the 
balance-of-payments deficit was considerably reduced. 
The effects of deflationary policy were, for a time, 
reinforced by a strike which closed the banks throughout 
the summer of 1966. 


In these circumstances, the inflationary pressures were 
certainly reduced, and the rise in consumer prices (4 per 
cent during 1966) was quite moderate. Although a 
considerable increase in wages resulted from the very 


40 The Joint Chairmen of the Economic Council recommended 
in the autumn of 1966 that the increase in earnings in 1967 should 
be limited to 6 per cent; taking into account the effect of inevitable 
price increases, and of drift, they indicated that this implied a maxi- 
mum increase of 2-24 per cent in the collective negotiations (which 
mostly take place in the spring). The official mediator has proposed 
(6 March 1967) a new central agreement providing increases in 
excess of this recommendation. 
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troubled collective negotiations, it was less than before 
and the increase in 1967 should be quite small.“* Credit 
restrictions have been somewhat relaxed, but it is unlikely, 
unless the direction of budgetary policy is radically 
changed, that the stagnation in domestic demand will 
be corrected at all quickly; at present a rate of increase 
in output, in 1967 as a whole, of around 2 or 3 per cent 
appears probable. This would be a slow rate of growth 
in relation to the 4 per cent achieved in 1958-1965 and 
the 4.1 per cent average growth rate during the 1960s 
on which the Second Programme for Economic Expan- 
sion (1964-1970) is based. 


In Belgium and Switzerland, the growth rates have 
recently slowed down to a relatively slow pace (about 
3 and 2.5 per cent respectively in 1966)" after some 
years of regular expansion at about 5 per cent or more, 
and there is no sign at present of any substantial accele- 
ration. The reasons, however, are very different. In 
Belgium, the major impetus to fast growth in the early 
1960s came from a strong expansion in exports, and 
their weaker rise in 1965 and 1966 was a significant 
factor in the slower rise in output. The early stages of 
fast expansion were also achieved with very moderate 
increases in labour costs and prices. But from 1962, 
wage increases accelerated and unit labour costs increased 
significantly. The consequent pressure on profits, espe- 
cially in the export industries, reduced enterprise saving, 
while continuous budget deficits represented a strain on 
the capital market. The considerable expansion of invest- 
ment was brought to an end after 1964, and the slowing 
down in investment contributed to the fall in output 
expansion. Internal inflationary pressures, together with 
the increasing difficulties in financing the budget deficit, 
led to a restrictive policy which began to be adopted as 
long ago as 1963 and was on the whole maintained; 
some relaxation of credit policy was introduced in 1965, 
but temporarily reversed at the end of the year when 
demand seemed to be reviving. Taxes were increased 
early in 1966 (though for budgetary rather than counter- 
cyclical reasons). A further and partly successful attempt 
to contain price increases was made in May 1966 — when 
prices were frozen for three months (the freeze was lifted 
in September but intended price increases must be 
notified and the Government has power to delay them). 


The restrictive credit policy has now been eased, but 
in present conditions the demand for credit is in any 
case weak. On the budgetary front, attention is still 
directed in the proposed budget for 1967 mainly towards 


** Collective negotiations in Ireland are generally for 2 or 3 year 
contracts. The increase in earnings of 8 per cent in 1966 should be 
compared with the 12 per cent in 1964 (it was 3 per cent in 1965 
when there was no general negotiation). > 


ч2 There is some doubt whether the increase in real Output in 


Belgium was as much as 3 per cent in 1966 as a whole, unless there 
was a very heavy build-up of stocks in the latter part of the year. 


48 Exports of goods and services represent nearly 40 per cent of 
the Belgian gross national product, and rose in volume by as much 
as 11 per cent a year in 1960-1965. The rise in exports alone, allow- 
ing for import content of exports, was therefore equal to the greater 
part of the rise in total ouput in this period. The importance of 
export growth in output growth was much greater than in any 
other western European country. 


efforts to contain expenditure and to eliminate the 
deficit through increased taxation on personal and cor- 
porate income. This is seen as part of a policy for eco- 
nomic expansion — presumably through easing press- 
ure of government demand on the capital market or by 
providing funds for public development expenditure. The 
question, in present conditions, is whether enterprise 
investment would revive even if ample funds were 
available. For 1967, it appears on present evidence that 
no more than a very small increase in output can be 
expected. 

In Switzerland, economic and social policy has been 
directed, with some success, towards the objective of 
reducing in parallel both the growth potential of the 
economy in terms of its manpower resources and the 
level of demand. The purpose, for the past three years, 
has been to diminish the dependence of the Swiss eco- 
nomy on foreign manpower and on foreign capital. As 
a result of the successive reductions in the number of 
foreign workers permitted, employment in industry, 
which still increased slightly in 1963 and 1964, was 
reduced by about 1 per cent in 1965 and 2 per cent in 
1966. A further 2 per cent reduction in the number of 
controlled foreign workers is to come into effect this 
year. These measures were accompanied by severe 
restraint on demand, exercised through credit restrictions, 
by the high rate of interest and through direct controls 
on construction. The consequent fall in the growth rate 
of output, to 2.5 per cent in 1966, was associated with 
a decline in total investment and a smaller increase in 
real consumption. There has been no increase in recorded 
domestic unemployment (which has been negligible for 
many years), but the rate of increase in hourly wage- 
earnings (7 per cent a year) and in consumer prices 
(4-5 per cent a year) has been fairly constant. The current 
external account was probably in balance in 1966 after 
a small deficit in 1965. A certain balance in the economy, 
at a low rate of expansion, thus appears to have been 
achieved. Although the growth rate is still limited by the 
ceiling on manpower, it has been found possible to 
remove the restrictions on the inflow of foreign capital 
and the restrictions on construction, although restric- 
tions on the increase in bank credit remain. But there 
is no evidence of marked acceleration in demand, and 
on present evidence, 1967 is likely to be another year 
of slow growth. 


The growth of output in Finland fell to about 3 per 
cent in 1966, after two years expansion at 7 per cent. 
Special factors were the bad agricultural and forestry 
season in 1965/66 (accentuated by difficulties in agree- 
ing timber prices) and the small fall in fixed investment. 
Fluctuations in economic activity have tended to be 
relatively violent in Finland;** the main reason is to 
be found in the big variations in exports — concentrated 
on a few specialized goods, especially forest products. 
Import fluctuations have also been important, so that 
policy has necessarily been heavily influenced by the 


“4 See Economic Survey of Europe in 1965, Part 1, Chapter II, 
page 88. The coefficient of variation in year-to-year changes in 
Finland’s growth rate, during 1952-1965, was greater than that in 
any western European country except Ireland. 
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In 1964 and 1965 the current balance of payments was 
dy in deficit and the trade balance worsened further 
66, when the rate of increase in exports fell off. 
In both 1965 and 1966 it was increasingly difficult to get 
long-term credits abroad, and the reserves had to be run 
down by 50 per cent. By the end of 1966, the reserves 
_ were insufficient to cover more than one month’s imports. 
__ Pressures on the labour market were not much relieved 
poy the declining rate of growth of output. Wages con- 
_ tinued to rise in spite of efforts by the government to 
_ exercise a moderating influence on the difficult central 
_ pay negotiations in 1966: hourly wage earnings increased 
_ by 8 per cent in 1966.45 The Government was obliged to 
~ introduce restrictive demand policies at the beginning of 
1966. Some tax increases were imposed in the middle of 

_ the year. The budget proposals for 1967 envisage further, 
rather severe, increases in income-taxes and in indirect 
taxes, together with reduced central government contri- 
butions to local authorities, but the net effect on the 
economy is expected to be neutral.*® Credit policy has 

been restrictive throughout the year. 


Although the trend of exports was rather more hopeful 
at the end of 1966, it must be expected that economic 
activity will continue to advance only slowly in 1967. 


The constraints on growth policy 


The prospect for continued slow growth in 1967, in 
many western European industrial countries, derives 
from a complex of reasons stretching back for some 
years. The first, and very widespread, reason is the 
temporarily weakened investment impulse. Although the 
upsurge of investment around 1964 was short-lived, the 
subsequent reaction has been longer drawn-out than 
expected. The reaction has been accentuated, and in 
some countries originally brought about, by the second 
main reason for the general slowing down in output 
growth — the policies of demand restraint. These policies 
were the response to the pressures on pay, costs and 
prices — and also, at different times in different countries, 
on external balances. Increasing manpower shortages, 
as labour reserves were exhausted, are one reason for 
these pressures on costs. 

Moreover, the different elements of weakness have 
interacted. The demand restraints, although not intended 
to discourage investment, have inevitably done so. By 
slowing down the growth rate, they have weakened 


т 


45 А report on incomes policy by the Economic Council has гесот- 
mended that the Council should organize discussions between the 
different interest groups and the Government. The interest groups 
should define their objectives more clearly; the Government should 
set out guidelines for economic policy in the medium term and 
state its position on the income demands presented. The Council 
also recommends that machinery should be established under which 
the Government could investigate specific cases of “ unreasonable ^ 
increases in incomes and prices. These cases could be taken up in 
the negotiations and then referred to the Government for a decision. 
See Talousneuvoston Mietinté Tulopolitiikan Kehittdmisesta, Komite- 
anmietinté 1967: B1 (Report on incomes policy in Finland by the 
Economic Council, Committee Report, 1967: B1). 


48 Economic Survey of Finland, 1966. 


confidence in the opportunities for new investment; and 
the use, in many countries, of credit restraints and 
monetary policy, as the main instruments for checking 
demand, have necessarily impinged with most force on 
investment demand. At the same time, the cost pressures 


have tended, in several countries, to weaken profit 


margins and thus the capacity for self-financing.*’ Thus, 
in spite of the slower growth of investment, pressures 
have grown stronger on capital markets. These pressures 
have been intensified by other developments. First, in 
several countries, government financing requirements 
have increased (not only from central governments but 
also from provincial and local authorities); tax yields, 
partly because of the slower rise in incomes, have not 
kept pace with expenditure.*® Second, the inflow of 
international capital into western Europe has slackened. 
The consequent general rise in long-term interest rates 
has contributed to the reluctance to invest, to the budget- 
ary problems of public authorities and to the balance-of- 
payments difficulties of debtor countries. 


Such weaknesses, too, have spread from country to 
country. The most striking example in 1966 was the 
decline in the growth of west German imports from the 
rest of western Europe (after an altogether exceptional 
increase in 1965). Although offset in the aggregate by the 
big increases in French and Italian imports (which were 
depressed in 1965), the negative effects on the rest of 
western Europe of the slower growth in western Germany 
were far more widespread than the positive effects of the 
French and Italian expansions.*® Similarly, the relatively 
small growth of United Kingdom imports (after an 
exceptional increase in 1964) had its negative effects on 
the trade of the rest of western Europe in both 1965 and 
1966. 


The consequences of this series of vicious circles need 
not be exaggerated; there are also countervailing forces. 
The prospect is not one of a cumulative running down 
in economic activity in western Europe. Among the larger 
economies, continued normal growth in Italy and (in 
spite of a certain hesitation in the last few months) in 
France should provide an active stimulus during the 
coming year, as last year. Even without any deliberate 
policy of re-expansion of demand, economic activity in 
the United Kingdom should gradually pick up strength. 
The forecasts for the west German economy, after the 
recent mild shift in policy towards supporting rather than 
restraining demand, indicate continued slow growth. 
Taking account of the diverse movements expected in 
the other countries, the prospect for western Europe 
during the rest of 1967 is one of continued growth of 
output at something less than the average experience of 
the last fifteen years. 


Several governments which have felt obliged to impose 
demand restraints in the past year or two are now facing 
the problem of whether the time is appropriate for 
providing a positive stimulus to faster expansion. The 


47 For a review of this problem, see Economic Survey of Europe 
in 1965, Part 1, Chapter II, page 84. 


48 See section 5 of this chapter. 
49 See section 4 of this chapter. 


decision depends оп the circumstances of each economy, 
and in each there are still weighty reasons for continued 
caution. For some, the constraint on policy is the threat 
to the balance of payments. For some, the constraint 1s 
the fear of provoking faster increases in pay, profits and 
prices. For some again, the constraint is the difficulty of 
finding the appropriate instrument. Monetary policy 
— however effective it may be as a way of checking 
demand — is of doubtful efficacy as a positive stimulus. 
To make credit more easily available, or cheaper, does not 
in all circumstances create the demand for it. At the same 
time, the use of budgetary policy for expansion is some- 
times inhibited by the difficulties of financing indicated 
above, as well as by political reluctance to accept varia- 
tions in the budgetary balance as an instrument of 
economic management. Few governments are subject to 
none of these constraints, and some are subject to more 
than one. 

Among the conclusions — subject to many national 
variations — which may be drawn from the experience 
of the recent developments in economic activity and 
economic policy are these : 


(a) Demand — restraining policies to achieve internal 
or external stability have operated with very different 
time lags. Thus the balance of payments reacted relatively 
quickly to checks on the growth of domestic demand — 
quickly in France (1964), Italy (1964) and western 
Germany (1966), more slowly, but in the end effectively, 
in the United Kingdom (1965-1966). It may also be 
emphasized that these corrections have most often taken 
place through a check to imports — sometimes associated 
more with a change in the rate of stockbuilding than 
with a change in final demand—than through an 
acceleration in export growth. 


(b) Slower growth of domestic demand has had its 
effects on incomes and prices, but only very slowly — 
much more slowly than the authorities appear to have 
hoped. The time lags in this area of economic action 
can be very long indeed. Thus in all the industrial 
countries, the rate of pay increases has indeed slowed 
down. But the expected effect on unit labour costs and 
prices has been much slower in appearing.®° This is 
partly because of the immediate “ perverse” effect of 
deflation on costs; for productivity growth tends to 
slow down with output growth (put in another way, the 
level of employment does not respond at all quickly to 
changes in the level of output). The immediate effect of 
a check to demand growth is more often than not a 
greater increase in unit labour costs, and a marked 
reduction in profit margins. Conversely, the immediate 
effect of a speeding up in the growth rate is most often 
a marked fall in the rate of increase of unit labour 
costs.>! To achieve a substantial fall in the rate at which 


50 See, especially, section 6 of this chapter. 


51 A comparison of annual growth rates in national product in 
1963-1966 (Table 1) with annual changes in unit labour costs 
(Table 24) shows that in 23 out of 36 annual changes, when the rate 
of output growth fell, the rate of increase in unit labour costs rose, 
and vice versa. The United Kingdom affords a particularly striking 
example. In the two years 1963 and 1964 of relatively fast growth 
(4 and 5$ per cent respectively), unit labour costs rose by less than 


unit labour costs increase may need not a few months 
but a year, or longer, of severe restriction of demand 
and of economic growth. 


(c) The third conclusion concerns the delay with which 
investment reacts to changes in economic conditions.™ 
It is often felt desirable, for various reasons, that the 
impetus to re-expansion after a period of slow growth 
should come primarily from investment (or from exports) 
rather than from consumption. In spite of efforts to 
encourage private investment to lead the way to faster 
growth, it does not appear — from the scarce evidence 
available — that this has in fact occurred. A change in 
the rate of private investment seems, rather, a lagged 
reaction to changes in other components of demand — 
both on the upturn and on the downswing. One conse- 
quence is the danger that once an upswing in the invest- 
ment cycle has started, it will build up to an embarrassing 
peak (as happened in several countries in 1964). Much 
the same can be true of large-scale public investment — 
which was once considered the major instrument for 
stabilizing total demand. The inevitable delays in execut- 
ing an expansion, or contraction, of public investment 
may well be such that the full effect is produced only 
when it is no longer required. 


The lessons of the time-lags for the application of 
policies for short-term management seem to be these. 
First, the focal point for accelerating the tempo of 
economic expansion seems inevitably to lie in consump- 
tion, however preferable it might be if investment, or 
exports, were more quickly sensitive to policy changes. 
The instrument most easily available for influencing 
consumption is the tax system (including, of course, 
such quasi-taxes as social insurance contributions) and 
the system of social security benefits.** 


Secondly, any judgement about the amount of stimulus, 
or deflation, to be applied must take into account not 
only the results in the first months of operation but also 
the cumulative and delayed results, which may extend 
well over a year from the time action is initiated. These 
lagged reactions are imprecise and difficult to identify.™ 
But the fact that a given “dose” has not produced 
satisfying results within several months cannot necessarily 
be taken to demonstrate the inadequacy of the dose. 
When re-expansion is in question, it must be kept in 
mind that its early phase is almost bound to display 


1 per cent and 2 per cent; in the two years 1965 and 1966 of slow 
growth (2 per cent and 1 per cent respectively), unit labour costs 
increased in both years by 5 per cent. 

52 See section 3 of this chapter. 


53 Another instrument, which has undoubtedly proved efficacious 
but perhaps highly selective in its effects, is the regulation of соп- 
sumer credit. 


54 A tentative study made in the United Kingdom suggests, for 
example, that the direct and indirect effects on final real demand 
of a reduction in taxes may be 50-100 per cent greater than the direct 
loss of revenue, but that the full effect on demand is felt only eighteen 
months to two years after the change has been introduced (the 
multiplier effect and the time lag varying according to the type of 
{ах change—income taxes, indirect taxes, or social security 
benefits or contributions). W. A. B. Hopkin and W. A. H. Godley, 


ы Ап Analysis of Tax Changes”, National Institute Economic 
Review, May 1965. 
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Е... results in terms of costs and prices. The 
threat to internal stability comes later, when the cumu- 
_ lative forces have come fully into play. 


J 


_ On the international aspects of short-term manage- 
ment, two observations might be made. First, it will be 
_ observed that the relatively smooth rate of expansion in 
activity in western Europe as a whole over the past two 
_ or three years is the result of an averaging of very diverse 
° movements in the several national economies. In parti- 
cular, the diverse experience of the four major economies 
has helped to some extent (though not fully) to maintain 
a degree of stability in the rest of western Europe and 
in its trade with the rest of the world. This concurrence 
_of national phases of slow and fast growth rates may 
well be preferable to simultaneous booms and slumps, 
both of which could be more damaging in their effects, 
but the reasons for it have been largely fortuitous and 
cannot be relied upon to continue. 

Second, recent experience shows that in the quest for 
internal stability no western European country has 
pressed deflationary policies so far as to achieve any- 
where near the complete disappearance of cost and price 
increases, To the extent that the balance of payments and 
international competitiveness govern the effort to check 
cost and price rises, it appears that the objective need 
not in fact be complete stability but rather a rate of 


No. 2, July 1966, and Informacién comercial espafiola, 23 February 1967; 
Turkey: Resmi Gazete, 14 December 1966. 


а 1960-1964 for Spain. 


change in prices appropriately related to those in compet- 
ing countries — the relationship depending on the trend 
in each country’s international accounts.*> The price 
indices to be watched for this purpose may well be 
those relating to exports and to domestic products com- 
peting with imports — which may well differ in their 
movements from more comprehensive price indices.* 
Different considerations may, of course, govern the inten- 
sity with which price stability is pursued for domestic 
reasons. | 


Southern Europe 


A general assessment 


While for the industrial countries of western Europe 
as a whole 1966 marked the second consecutive year of 
relatively slow growth, the southern European economies 
mostly continued to expand vigorously; except for 


55 рог example, in France the report on the Fifth Plan proposed 
a series of five statistical “ clignotants ”, or warning signals, to be 
given particular attention. One of these is the index of consumer 
prices; if the annual rate of increase in French consumer prices 
exceeds by more than 1 per cent, over three consecutive months, 
the average increase in consumer prices in competing countries, 
this constitutes a warning signal. 

56 Tf this view is accepted, it seems that more attention might well 
be paid to improving the relevant price indices in several countries. 


Portugal (affected by а decline in agricultural output) 


and Cyprus (where an exceptionally high rate of growth 
was achieved in 1965), the rates of growth of their 
national products maintained or exceeded those of 1965. 
The fast rate of economic expansion continued in Spain 
and Greece and accelerated considerably in Turkey in 
the wake of a good agricultural year (see Table 5). 


According to preliminary estimates, the rates of expan- 
sion of real output in Greece, Spain and Turkey in 
each case exceeded 8 per cent; in the absence of official 
estimates for Portugal and Cyprus, the available indi- 
cators suggest a lower rate of growth of their GNP, 
centring around 4 and 5 per cent respectively. 


The overall resource balance of most southern Euro- 
pean countries did not undergo fundamental changes be- 
tween 1965 and 1966. The most substantial improvement 
in the internal supply position took place in Turkey, as a 
result of growing agricultural production. In Spain, 
there was a gradual attenuation of excessive demand 
pressures but their persistence was reflected in 1966 in 
further, though smaller, increases in prices, and particu- 
larly in a new and substantial deterioration of the current 
balance of payments. In Portugal, where the agricultural 
sector has proved slow to adapt to the growing scarcity 
of cheap labour, agricultural output declined in 1966. 
The resulting deterioration of the internal supply position 
has been reflected in a price increase which, though 
modest, by its very novelty is deemed the more disquiet- 
ing. In Greece, changes in the overall balance of the 
economy were very marginal. 


On the output side, the slowing down in the rate of 
growth in industry and construction was apparent in 
1965 and was underlined in the last Survey, Part 1. 
It was reversed in 1966, when — except in Portugal and 
possibly Cyprus—the rate of growth was in each 
country equal to, or higher than, that attained in 1965. 
Industry expanded in every country faster than national 
product. But, contrary to the trend in recent years, the 
service sector appeared relatively laggard, its rate of 
growth being in each country (except perhaps Portugal 
and, possibly, Cyprus) less than the overall increase in 
real output. 


With the exception of Turkey, the most dynamic 
sector of final demand in 1966 in every southern European 
country was the export sector, particularly merchandise 
exports. The contribution of foreign demand was parti- 
cularly important in Cyprus. The increase in exports was 
very rapid in Spain (30 per cent) and Greece (20 per 
cent), in both cases largely due to manufactured goods. 


Investment activity slowed down in every country 
except Turkey, where it was the most expansive sector 
of final demand. The deceleration of investment was 
particularly severe in Spain, and was largely due to 
private investment. In Greece, the deceleration in invest- 
ment also affected the private sector more intensely, 
but — ш contrast to Spain —the increasing rate of 
expansion of public investment partly offset the slow- 
down in the private sector. The investment ratio increased 
again in 1966 and investment continued to be the fastest 
growing sector of internal demand. 


In Portugal, and to a much less extent in Cyprus, 


there seems to have been a marked weakening, approach- 
ing stagnation, in the rate of growth of investment which 
in Portugal affected both the public and private sectors. 

The rate of growth of consumption (both public and 
private) increased considerably during 1966 in Turkey 
and Spain (in contrast to 1965, when investment played 
a leading role) and became the most powerful stimulus 
to final internal demand. In Greece, total consumption 
continued to increase at nearly the same rate as in 1965 : 
private consumption decelerated slightly while public 
sector current expenditure increased at nearly the same 
rate as in the previous year. In Portugal, increasing 
consumption was the most important factor in the 
modest expansion of output in 1966. Available data 
point to a considerable decline in the expansion of total 
consumption in Cyprus in 1966. 


Agriculture 


1966 was a good agricultural year for Turkey and 
Spain and to a lesser extent for Greece, while in Portugal 
there was a decline in agricultural output. In Cyprus, the 
indicators point to a virtual stagnation in agricultural 
production after the particularly good performance of 
1965. The expansion of agricultural output was particu- 
larly important in Turkey and Spain, exceeding 8 per cent 
in both countries and contributing substantially, particu- 
larly in Turkey, to the overall growth of national pro- 
duct. In Greece the increase in agricultural output 
was only moderate (put provisionally at 2 per cent), 
mainly as a result of a decline in output of tobacco and 
olive oil. The production of animal products in 1966 
increased faster than agricultural production as a whole. 


In Portugal, the decline in agricultural output was due 
to a poor harvest of most cereals, wine, and olives. Fruit 
output declined because of very unfavourable weather, 
whereas output of animal husbandry rose, suggesting 
that the measures taken in 1965 to expand the production 
of animal products were effective. In Turkey, the output 
of all main crops, but especially cereals, tobacco and 
olives, recorded high rates of increase over 1965. 


The cereal harvest in Spain was in general very good, 
particularly for barley. For wheat, 1966 was an exceptional 
year and recent estimates put the harvest at 4.8 million 
tons against a final revised figure of 4.7 million tons for 
the bumper crop of 1965. The production of animal 
products, particularly poultry, continued to expand 
rapidly though not sufficiently to keep pace with the 
expansion of demand, and fishing output grew by some 
4 per cent. г 


As pointed out in previous SURVEYS, during recent 
years several southern European countries have tried, 
with varying degrees of success, to tackle a number 
of problems directly related to the agricultural sector. 
Those problems centre on the existence of a generally 
insufficient overall elasticity of supply of agricultural 
production and the simultaneous emergence of surpluses 
of certain products. The wheat surpluses of Greece and 
Spain, the wine surpluses of Spain and Portugal and the 


tobacco surpluses of Turkey and Greece illustrate these 
imbalances. 


In Greece, the minimum price support for wheat was 

again reduced in 1966 as a surplus of one million tons 

1as accumulated during the last three years. The failure 
to adapt supply to the lower demand needs in Greece 
_ has been caused by a high degree in technical assimilation 
(particularly through seed selection); thus though the 
_ area sown to wheat in 1965/66 was 16 per cent less than 
_in previous years, the increase in yields (18.5 tons per 
hectare in the 1964-1966 period as against 15.3 in the 
‚ period 1961-1963) nullified the effects of the decline in 
_ the surface sown. 


The improvement of the production pattern in Spain 
_has been sought by raising the support price for coarse 
grains in greater proportion than that of wheat. How- 

ever, the adjustment has not been radical enough 57 and 
_ the wheat surplus further increased in 1966 while imports 
of feeding-stuff cereals, which had reached 2 million tons 
- in 1965, continued at about the same level in 1966. The 
new support prices for cereals in Spain, enacted in 
July 1966, further reduced the differential between the 
prices of wheat and coarse grains and a new set of 
measures has been introduced aimed at obtaining a more 
balanced production structure. Outstanding among these 
measures are the massive import of selected seeds, the 
extension to coarse grain farmers of the fiscal advantages 
and stimuli granted previously to wheat co-operative 
mergers, and the granting of low-interest credits for the 
purchase of fertilizers. The disposal of the Spanish wheat 
surpluses has not been decided yet but the solutions 
most generally advocated are the export of flour, or the 
mixing of wheat flour with that of coarse grains to 
provide an increase in the supply of feeding-stuffs. 


A similar problem is found in the production of wine 
in Portugal and Spain. In both countries production has 
increased considerably with the result that the institutions 
charged with the purchases of the surpluses have had to 
‚ accumulate considerable stocks. In Spain, to prevent a 

further increase in stocks, the 1967 support price will 

be frozen at the same level as that of two years ago, 
and vineyard planting has been forbidden in certain 
provinces. In Portugal, a new policy was adopted at the 
end of 1966 which, apart from stabilizing support prices 
in 1967 and reducing by half the funds allocated to 
support purchases, sets up institutional machinery to 
plan the production of wine regionally, and grants 
incentives for the substitution of wine by other crops 
in areas in which certain quality criteria are not fulfilled. 


The recent announcement in both Greece and Spain 
of cereal support prices at a time when they could still 
have an influence on production plans should help to 
improve the problem, but no advance has been made in 
either of these countries towards the elaboration of a 
longer-term price support policy based on demand 
projections. The body for the regulation and orientation 
of production and agricultural prices (FORPRA) fore- 
seen in the Spanish Development Plan (1964-1967) has 


57 See Ministerio de Comercio, Informacion Comercial Espajiola, 
June 1966, for detailed comments on Spanish agricultural policies, 
and ABC, 14 October 1966. The accumulated wheat surplus. is 
estimated to be over 2 million tons. 


not yet started operation and has been postponed until 
the second development plan. 


The progress of land reform in the countries which 
have important structural problems, namely Portugal, 
Turkey, and Spain, has remained in general disappointing. 
In Turkey, an agricultural reform bill, which does away 
with the more radical clauses of the original project, was 
prepared in 1966 but has not yet received parliamentary 
арргоуа1.58 In Portugal, the Interim Development Plan 
did not include targets for land consolidation or the 
achievement of optimum-size farms. The first stage of 
the main project (the Alentejo irrigation plan) has been 
successfully completed. In Spain, the 1964-1967 Deve- 
lopment Plan targets in the agricultural sector included 
important irrigation and land consolidation schemes, 
but did not deal specifically with the quantitatively more 
important problem of Jatifundia. The land consolidation 
plan has proceeded well; during the first two years of 
the Plan (1964-1965) slightly over half a million hectares 
(out of a total of one million for the whole plan period) 
were consolidated and the process was accelerated in 
1966 when it seems likely that an additional 350,000 hec- 
tares were consolidated. However, the fulfilment rate of 
irrigation plans (about two-thirds) was less satisfactory 
in 1964-1965, but the percentage of fulfilment increased 
in 1966. 


In contrast with Portugal, where the available data on 
the second economic development plan suggest that the 
agricultural sector will not be given first priority, the 
Spanish Minister of Agriculture has recently announced 
that the agricultural sector will receive top priority in 
the second development plan which is due to start in 
1968.59 


Industry and construction 


In 1966, industrial output continued to rise rapidly in 
Spain while the rate of increase accelerated in Greece 
and Turkey. In Portugal and Cyprus, growth was sub- 
stantially slower than the exceptionally large increases in 
1965. Industrial output (including construction, mining 
and public utilities) expanded in real terms by over 
13 per cent in Greece, some 9.5 per cent in Turkey and 
more than 10 per cent in Spain. 


In Cyprus, manufacturing output continued growing 
during 1966 but at a slower pace than in 1965; the output 
of the extractive industries continued its rapid growth, 
stimulated by the high international prices of non-ferrous 
metals, particularly copper. Construction activity in 
Cyprus seems to have expanded somewhat faster than 
last year. Electricity production increased during the 


58 In a recent statement, the Prime Minister has expressed the 
hope that the agricultural reform bill might be passed soon, pre- 
sumably during the course of 1967. 

59 The publication of the IBRD-FAO report on Spanish agri- 
culture insisted on certain criteria (given in the 1962 IBRD report), 
which had not been, it seems, sufficiently incorporated in policies 
(such as the stressing of the need for a better economic assessment 
of irrigation projects and the suggestion of putting pressure on 
owners of Jatifundia to have them more rationally exploited, using 
for that purpose the legal machinery already in existence at the time 
of the first IBRD report). 
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first eleven months of 1966 by 14 per cent over the same 
period of 1965. . 


Manufacturing output in Greece rose by about 14 per 
cent in 1966 as against 8.5 per cent in 1965; basic metals 
and chemicals increased output particularly fast, largely 
due to additional capacity. The increase in the output 
of public utilities was roughly one-fifth higher than in 
1965, largely due to additional capacity in the electricity 
sector. Construction activity also expanded in real terms 
by 10 per cent, mainly because of private residential 
construction. 


In Portugal, it has been officially stated that the 
aggregate product of industry and construction may have 
grown in 1966 by some 6} per cent as against 10.7 per 
cent in 1965. The estimate is based on data for six months 
and assumes that there was an appreciable acceleration, 
particularly in construction activity, during the second 
half of the year. Recent data indicate, however, that the 
recovery which took place in construction during the 
third quarter may not have been sufficient to ensure a 
substantial increase in this sector for the year as a whole. 
The growth of the “secondary sector” might also be 
less than the official estimate, because of the relatively 
slow expansion of manufacturing activity. 


The flattening out of industrial growth in Portugal 
since the end of 1965 seems to have continued until 
the end of 1966 and as yet there is little sign of recovery. 
Practically all branches of manufacturing have been 
affected by the general deceleration of output; the least 
affected branches have been paper pulp, some basic 
chemicals, rubber manufacturing, machinery, motor-car 
assembling and some branches of the drink and food- 
processing industries; but even in these sectors there 
have been reports of unplanned stock accumulation of 
finished products. The public utility sector has increased 
its output very rapidly, partly because of new capacities, 
but mainly because of a recovery in hydro-electric 
production after the extremely unfavourable dry weather 
of 1965. 


In Spain, the disinflationary measures taken at the end 
of 1965 and the credit squeeze of early 1966 caused a 
slowing down in the rate of industrial expansion, but 
for the year as a whole industry and construction taken 
together increased faster than in 1965. Gross value added 
at constant prices has been officially estimated at 10 per 
cent above that for 1965. The highest increase in indus- 
trial production (including mining and electricity and 
gas) occurred in the first quarter of 1966; the rate of 
increase over the corresponding periods of 1965 declined 
rapidly during the second and third quarters. The dece- 
leration was noticeable in all sectors but particularly in 
capital goods. For 1966 as a whole, the fastest growing 
branches were the metal-using industries, miscellaneous 


в° There is no official index of industrial production in Portugal 
and the unofficial index published by the Portuguese Industrial 
Association differs in certain important respects from the coverage 
of the yearly official data on the secondary sector. Nevertheless, 
the last provisional data available published by the AIP show that 
in 1966 the overall index of manufacturing production increased by 
only 1.2 per cent. 


industries. Bis aly 
The production of motor-cars in 1966 in Spain in- 


creased by over 66 per cent. It seems that the sales of 


motor-cars absorbed such a large proportion of con- 
sumers’ disposable incomes that the sales of other 
consumer durables were adversely affected, this effect 
being aggravated by the introduction of hire-purchase 
restrictions in October 1966. During the first ten months 
of the year, the output of radios, television sets and 
refrigerators declined substantially, and only the produc- 
tion of washing machines increased. 

In spite of the measures taken in Spain in 1965 to 
limit the expansion of construction, this sector has 
maintained a high rate of activity and the increase in 
value added is estimated to be of the order of 8 per cent. 
A slowing down has nevertheless been noticeable in 
certain sectors and the profitability of building and 
construction enterprises has probably been reduced. 


In Turkey, the net value added in industry and con- 
struction taken together increased in 1966 by nearly 
10 per cent as against 9 per cent in 1965. Industrial 
activity, greatly stimulated by a private investment boom, 
increased faster than in.1965, while construction activity 
expanded less rapidly than in the previous year. In the 
industrial sector, the fastest expansion was achieved in 
the production of some basic industries. Production of 
manufactured consumer goods increased in general more 
slowly. The extractive industries have lent support to 
the general expansion. Crude petroleum extraction in- 
creased in the first ten months of 1966 by almost one- 
third and it appears that the programme for 1966 was 
probably exceeded. Coal extraction increased by some 
6.5 per cent but other minerals present a mixed picture 
of declines in production alternating with increases (one 
of the most notable increases being the extraction of 
magnesium ore). 


Policies and prospects 


Except for Portugal, prospects for economic growth in 
southern European countries in 1967 appear to be 
relatively good. Greece will probably maintain a rate of 
expansion close to that achieved in 1966, while in Cyprus 
prospects point to a possible faster expansion. The rate 
of expansion in Spain may decline to around 6 per cent. 
In Turkey, a more significant decline seems likely. 


Industrial production in Greece has continued to 
increase rapidly in recent months and private consump- 
tion expenditure continues to receive support from 
rising real wages. If present favourable agricultural 
prospects materialize, the reinforcement of consumption 
as a dynamic element in total demand seems likely; a 
considerable number of new wage agreements were 
negotiated in late 1966 and early 1967 which will lead 
to important wage increases. No large change in the 
foreign trade deficit is expected in 1967. On a longer- 


81 In the January-October period, pig iron production and steel 
output both increased by 54 per cent and steel plate by 151 per cent 
while cement production increased by 22 per cent and the produc- 
tion of sulphuric acid by 12.5 per cent. 


manufactures, and the chemicals, petrol and coal refining — 


term perspective, the need is to devise policies to encou- 
ge the shift of private investment towards more pro- 

ductive sectors so as to increase elasticity of supply in 

a economy and to keep down inflationary pressures. 


_ In Cyprus, economic growth should accelerate under 
the impact of the improvement in the agricultural sector. 
As usual the budget foresees a balance between receipts 
and expenditures, but the development budget is to be 
increased by 13 per cent and an increased share will be 
financed by transfers from the ordinary to the develop- 
ment budget. Investment activity in industry should also 
be stimulated by the recent opening of an industrial 
development area in which all the infrastructural works 
have been financed and carried out by the public sector. 


Economic trends in Turkey are more subject than in 
other southern European countries to the vagaries of 
agricultural production. According to the State Planning 
Organization, the increase in agricultural production in 
1967 will be very moderate and the main impulse for 
growth should come from the industrial sector. Invest- 
ment is expected to continue to be the fastest growing 
sector of final demand. According to the draft 1967 
Programme prepared by the State Planning Organization, 
an increase of 13 per cent in total planned investment 
is envisaged over that planned for 1966. More emphasis 
is given to private investment in manufacturing; yet, 
36 per cent of the total forecast increase is accounted 
for by the public sector. 


In Portugal, agricultural prospects for 1967 seem for 
the moment favourable, but there are no signs as yet of 
a revival of the rate of growth of industrial activity. The 
1967 budget foresees an increase in expenditure of 16 per 
cent on that of 1966 but half the increase is for military 
expenditure (which has been rising rapidly for several 
years) and public investment expenditure is expected 
actually to diminish by 5 per cent. The stimuli recently 
given to private saving may well be required largely to 
finance the Government’s borrowing requirements. The 
stimuli also given to private investment may be rendered 
ineffective so long as so much of the total savings of the 
economy is absorbed by the public sector. 


The Spanish economic situation has changed substan- 
tially from early 1966, when excessive demand was 
causing a rapidly increasing foreign deficit, to late 1966 


82 The SPO estimates that 312 million dollars of capital imports 
will be needed next year: 214 million to offset the expected balance- 
of-payments deficit for 1967 and 98 million for debt servicing and 
repayments. Private foreign investments and project credits are 
expected to total 172 million dollars; thus, the Government of 
Turkey will require consortium aid amounting to 140 million 
dollars. (OECD Press Release, 27 January 1967.) 


68 In the law decree of 18 August 1966. 
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when the demand pressures were less and the foreign 
deficit was declining rapidly. As already mentioned, the 
credit squeeze which reached its maximum intensity 
during the spring of 1966, and which was attenuated by 
the growth of credit granted by official credit institutions, 
has already had an important effect on investment, and 
throughout the year total consumption has gradually 
assumed the main role in the maintenance of a high rate 
of growth of total product. The public sector continued 
to be the main source of expansion both of effective 
demand and monetary flows and, following OECD 
advice, measures were introduced in October 1966 to 
check the excessive expansion of the public sector and 
to achieve a better overall equilibrium. The law decree of 
October 1966 includes projects of structural reforms 
together with measures affecting short-term trends more 
directly. Outstanding among the latter are the ceiling 
on public sector investment in 1967, the new price 
control measures and income tax changes aimed at a 
stimulation of saving. In the public sector, the main 
danger to general equilibrium probably arises less from 
direct public investment than from credit transfers from 
the public to other sectors of the economy through the 
official credit institutions. The introduction of a higher 
(5 per cent) rate of interest does not seem sufficient to 
prevent, in the future, an excessive expansion of public 
credit but in the present context of falling expectations 
it might have some effect. It seems that the direct price 
control was mainly intended to have a psychological effect 
and for the moment its application has been very limited. 
The most important policy change foreseen in the October 
law decree concerns the stimuli to saving and particularly 
the measures contained in the recent project for a new 
progressive income-tax. If promptly executed, the income- 
tax provisions of the law could provide the basis for 
a real incomes policy and could partly counterbalance 
other recent measures which will act as a stimulus to 
consumption,© but its success depends not only on a 
rapid introduction but also on effective implementation. 
If the public sector manages to limit its expenditure 
according to plan, and the private banking sector con- 
tinues to act with the restraint shown during 1966, the 
Spanish economy, helped by less buoyant investment 
demand, could maintain a better overall balance, and 
the improvement in the external balance noticeable 
during the second half of 1966 could become consolidated 
in an overall balance-of-payments equilibrium in 1967. 


64 It introduces progressive taxation rates rising from a minimum 
of 18 per cent for incomes between 1,700 and 3,300 dollars to a 
maximum of rate of 64 per cent for incomes of over 26,700 dollars. 

85 These include the extension to the agricultural sector of certain 
social security benefits. Moreover, old-age pensions were also 
increased in January 1967. 


2. HOUSEHOLD INCOMES AND CONSUMPTION 


In 1966, private consumption —like the national 
product — rose considerably more than in 1965 only in 
France and Italy. In Austria and Norway consumption 


rose a little faster. It rose less than in 1965 in Denmark, 
Finland, Ireland, the Netherlands (where the increase 
in 1965 was particularly large), Sweden, Switzerland and 
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2 ; Indicators of private consumption in certain western European countries, 1963 to 1966 

ЕЁ’ Quarterly indices, 1962 = 100 

a 

Е _ 1963 1964 1965 1966 

ie Country ‚О 

>. Year I п Vay IV I п ш IV I п ш Ive 

“yf Volume of retail sales 

а. > 104 94 96 103 131 95 99 106 131 97 106 109 131 

ВБепгоатю о: 102 97 104 107 120 101 112 109 125 104 112 116 . 128 

ао ее Hs 103 82 102 99 118 90 111 105 125 94 114 111 oe 
И. Силы statis > 104 97 106 109 114 99 107 110 114 98 104 112 115 
Switzerland. ..... 105 101 107 103 135 103 110 108 136 105 109 108 140 
Пе ee ЗАРА В 100 90 109 103 123 101 115 111 147 112 123 


РО Ne ee ТЕН ЕЕ Е 
Volume of sales of consumer durables 
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; Source: National statistics. р Excluding passenger-cars. 
a 1963 = 100. d ¢ Seasonally adjusted. 
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revival; but whereas in Italy consumption rose in line 
with national output, in France it increased slightly less. 
In Italy, private consumption increased, after two 


years of very slow growth, for three major reasons. 


First, fiscal policy has been strongly expansionary, pro- 
bably more so than the authorities expected or even 
wanted. In 1965, current government expenditure rose 
by 16 per cent largely because of bigger transfers to 
households resulting from the extension of social security 
schemes, while tax yields and social security contributions 
rose very little because employment went on declining 
and prices rose more slowly. Data for 1966 are not yet 
available but fiscal policy has continued to be expan- 
sionary, and transfers to households have probably again 
increased more than direct taxes and social security 
contributions. Secondly, with resumed output expansion, 
the wage and salary bill increased in 1966 by more than 
8 per cent (less than 6 per cent in 1965). Hourly earnings 
rose very little (only about 3 per cent) in industry, and 
employment did not increase; but average hours worked 
increased considerably. Thirdly, there was only a small 
rise in unit labour costs (none at all in industry), and 
the pressure to absorb rising costs in higher prices eased. 
Because of these developments in productivity and costs, 
which are normal in the early phases of a cyclical upturn, 
the greater part of the increase in money incomes could 
be reflected in an increase in real consumption. It is also 
possible that there was some cyclical increase in the 
propensity to consume, which had probably declined 
during the recession as a result of precautionary attitudes 
in the face of economic uncertainty.” (This apparent 
cyclical pattern of the propensity to consume in Italy 
contrasts with experience in more industrialized coun- 
tries, for example in France.) 

Changes in the wage and salary bill, in government 


transfers and in private consumption, are summarized 
below: 


Italy: Percentage changes on previous year 


1963 1964 1966 


Wageandsalarybill ...... 21.4 12.8 5.1 7.0-8.0 
Transfers to general government 2 21.6 15.4 4.8 
Transfers from general government 21.6 10.1 23.6 aie 
Private consumption ...... 16.8 8.1 6.0 8.0 
due to: 
Changesin volume. . .... 8.9 2.3 be ee 5.5 
@hanges ini‘prices*-;.-". ws dene © 7.3 5.7 3.8 2.5 


а Includes direct taxes on corporations. 


In France, private consumption rose by about 4.5 per 
cent in 1966 as against 3 per cent in 1965. The cyclical 
swing in 1963 to 1966 both in output and in consumption 
was shorter and less sharp than in Italy. In the pre- 
stabilization year (1963), private consumption in real 
terms rose by 6} per cent in France (against nearly 


87 See the ISCO report on economic developments in the second 
half of 1966. The small increase in consumption in 1963 and 1964, 
in relation to the rise in the wage and salary bill, was, however, 
duenot onlyto a possible increase in the savings ratio. An additional 
reason was probably the very small (if any) rise in self-employment 
incomes during the recession period. 


10 per cent in Italy) and the rate of increase did not fall 
below 3 per cent (while in Italy it was only 2 per cent 


in 1964 and 1965). Table 6 shows that the bigger expan- 
sion of consumption in 1966 was associated mainly with 
the faster increase in the wage and salary bill. Other 
incomes, largely income from self-employment, rose at 
the same rate as in 1965. Direct taxes and social security 
contributions rose virtually pari passu with transfer 
incomes. In total, the role of public finance in the field 
of direct taxes and social benefits was almost neutral in 


1966; in 1964 and 1965, the net effect had been to 


restrict the rise in disposable income. This neutrality of 


public finance in 1966 was in accordance with the official 
view that economic policy should accompany rather 
than stimulate re-expansion. Consumer prices, however, 


aie.” © щи 


rose in France by nearly 3 per cent in 1966 (slightly more — 


than in Italy) owing to increases for food products 


(partly due to Common Market commitments) and for — 


services. 


In the second half of 1966, consumers’ attitudes 
appear to have become more hesitant and the sluggishness 
of consumer demand is probably having some dampen- 
ing effect on output developments. It is true that in the 
up-turn phase of the-cycle, private consumption tends 
to increase less than disposable income 88 but recently 
some uncertainty about employment and growth pros- 
pects seems to have influenced consumers. 


In western Germany, real private consumption rose 
much less in 1966 (only 3 per cent) than in 1965 (6 per 
cent) while in the United Kingdom it rose by about 
1.5 рег cent in both years. In western Germany, the 
major reason was the slowing down in the rate of increase 
of the wage and salary bill from 10.5 to 7.5 per cent. 
The increase in average hourly wage-earnings slowed 
down in about the same proportions as the total wage 
and salary bill. Other household incomes — self-employ- 
ment income, property income and transfer income — 
rose somewhat less in 1966. Taxes and social security 
contributions rose a little more than transfer incomes; 
in this sense public finance exercised a small contrac- 
tionary influence on consumption (as tax yields rose 
with higher money incomes). Price increases also acce- 
lerated slightly; consumer prices (the implied index in 
the national accounts) rose 3.5 per cent, which was a 
point or so more than in any of the previous few years 
(increases in indirect taxes in early 1966 contributed). 
The rise in consumer prices, however, remained moderate 
in relation to that in other countries (though there were 
smaller increases in 1966 in France and Italy). By the 
last quarter of 1966, the level of real consumption in 
western Germany was only about 1 per cent above that 


of a year before, as its rate of increase has been slowing 
down during the year. 


8 According to a recent study, the household savings ratio in 
France seems to have followed, in the postwar period, a clear 
cyclical pattern. It tended to rise in the first year of an economic 
expansion, but to fall as the expansion developed into inflation. In 
recession periods, the savings ratio tended to fall; thus the relative 
inertia in consumers’ expenditure played a stabilizing role. INSEE 

L’évolution 4 court terme de la consommation des ménages », 
Etudes et Conjoncture, Supplément No. 9, September 1966. : 


_ Та the United Kingdom, private consumption rose by 
about 1.5 per cent in 1966, as in 1965. In 1965, the 
irst year of demand restraint, the wage and salary bill, 

and personal incomes from self-employment and ргор- 

erty, continued to rise relatively fast. The rise in primary 
incomes was supplemented by a substantial increase in 
transfer incomes as a result of increased scales for social 
benefits. The rise of 8 per cent in total household incomes 
before tax was, however, offset by increases in direct 
taxes and social contributions so that the increase in 
total disposable incomes was brought down to 6 per 
cent. The continuing rise in prices was accelerated by 
increases in indirect taxes imposed in the interests of 
restraining demand. The rise in prices absorbed two- 
thirds of the increase in disposable incomes. In 1966, by 
contrast, the slowing down in economic activity, supple- 
mented after July by the standstill on increases in wages 
and salaries and other personal incomes, reinforced the 

‘direct use of fiscal policy. In 1966 as a whole, total 
household incomes still rose by about 5.5 per cent, and 
disposable income by 4.5 per cent. But the increase in 
both came to an end after the first quarter: in both the 
second and third quarters, disposable household incomes 
in money terms, seasonally adjusted, fell by about 1 per 
cent and cannot have increased appreciably in the fourth 
quarter.® 


Again, while consumer prices were about 4 per cent 
up in 1966 as a whole, they rose only about 1 per cent 
after mid-year; that increase was mainly the result of 
some further increases in direct taxes which were allowed 
to be passed on into prices in spite of the general price 
standstill. Tighter restrictions on consumer credit during 
1966 also had their effect. As a result, consumer expen- 
diture in current prices (seasonally adjusted) was approxi- 
mately stabilized after the second quarter and in real 

‚ terms was falling.”° The effect was particularly marked 
in sales of durable goods, especially motor-vehicles, 

- influenced by the consumer credit restrictions; expenditure 
on durables, at constant prices seasonally adjusted, fell 
nearly 15 per cent between the second and third 
quarters.” 


Of the four major countries, Italy and the United 
Kingdom show one common feature: in-both countries, 
during the past two years, changes in fiscal policy, 
through tax rates and social security, have accentuated 
the effects of the changes in economic activity on incomes 
and consumption — ш Italy, adding to their rate of 
expansion, in the United Kingdom restraining them. In 
the United Kingdom, the six-months standstill on 


в9 The total wage and salary bill was almost stable after the 
second quarter. To anticipate the incidence of increased taxes in 
the financial year beginning April 1966, there was an exceptionally 
large increase in dividend payments in the first quarter. But total 
personal incomes from self-employment and property in the full 
year 1966 were probably not more than 2 or 3 per cent greater than 
in 1965. 

70 Anticipation of indirect tax increases was responsible for a 
temporary raising of consumers’ expenditure in the first quarter 
of 1966. 

71 New motor-car registrations in the second half of 1966 were 
15 per cent less than in the second half of 1965. But some recovery 
began in early 1967. 


increases in incomes and prices was the more important 
factor in the latter part of 1966, but its success owed 
something to the already depressed economic conditions. 
By contrast, the acceleration in incomes and consumption 
in France, and the slowing down in western Germany, 
owe comparatively little in this period to the effect of 
government actions operating directly on incomes or 
prices. 


The smaller industrialized countries” 


All the smaller countries of western Europe, except 
Austria, experienced in 1966 a slower rate of growth of 
national product than in 1965; in all except Austria and 
Norway, the rate of increase in real private consumption 
also slowed down (it must be remembered that the 
figures for 1966 are still provisional). 


In Austria (see Table 6), total primary incomes con- 
tinued to rise fast in 1966 (by about 10 per cent), while 
the rise in consumer prices slowed down to 34 per cent 
(food prices increased very little). The 54 per cent rise 
in real consumption was among the greatest in western 
Europe. In Norway, real private consumption rose by 
41 per cent in 1966, as against 3 per cent in 1965, whereas 
the increase in gross national product rose only by 
44 per cent in 1966 compared with 54 per cent in the 
previous year. Since Norwegian statistics do not show 
total primary income (and, hence, disposable income) 
of households, it is not easy to link changes in private 
consumption with changes in income formation. It is 
known that agricultural incomes rose less in 1966 than 
in 1965. However, it appears from the following figures 
that a less restrictive fiscal policy and a smaller price 
increase go a long way to explain the bigger increase of 
real private consumption in 1966. 


Norway: Percentage changes on previous year 


1963 1964 1965 1966 


Compensation ofemployees ... 7.6 8.7 9.9 9:9 
Transfers to general government. 9.7 9.4 14.2 11.0 
Transfers from general government 12.3 11.4 13.0 11.6 
Privateconsumption ...... 6.7 9.4 7.3 8.0 
due to: 
Changesinvolume. . .... . 3.9 4.0 3.2 4.6 


Changes.in prices: оно. 2.7 5.2 4.0 3.3 
The other countries fall into two groups. In Denmark, 
the Netherlands and Sweden, it appears that both 
primary incomes and consumer prices continued to rise 
fast in 1966. In all three countries, primary incomes rose 
by around 10 per cent and consumer prices by around 
6 per cent in 1966. In Belgium, Finland, Ireland and 
Switzerland, on the other hand, there was some slowing 
down in 1966 either in the rate of increase in primary 
incomes, or in the increase in prices, and the rates of 
increase in both incomes and prices were rather smaller 
than in the first three countries. The differences in the 
rates of increase in money incomes were, in effect, 
largely compensated by opposite differences in price 


72 The following countries have been included in this group: 
Austria, Belgium, Denmark, Finland, Ireland, Netherlands, Norway, 
Sweden and Switzerland. 
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НУ 0.0 
27.1 23.0 4.2 
27.3 24.3 10.3 
61.5 —20.9 2.5 
28.4 —4.4 12.5 
15.3 8.8 ет 
5.5 10.3 0.4 


¢ Includes buildings other than dwellings, 
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increases. Except in Ireland and Switzerland (where real 
consumption increased very little —in Ireland perhaps 
not at all), the increases in real consumption were all 
between 24 and 4 per cent. 


_ Denmark shared with Sweden and the Netherlands in 
1966 the highest rates of increase in the value of private 
consumption (about 10 per cent), resulting from a similar 
increase in primary personal income. In Denmark, as in 
Sweden and the Netherlands, the net effect of changes 
in direct taxes and transfers was mildly restrictive in 
1966 (mainly because of increasing yields from direct 
taxes on higher incomes). At the same time, these coun- 
tries experienced the biggest increase in consumer prices 
among western European countries (about 6 per cent). 
As in Sweden, the price increases were reinforced by 
increases in indirect taxes; in 1966, the effect of rising 
indirect taxes on consumer prices was probably more 
important in Denmark than in most other western 
European countries. 


In the Netherlands, real private consumption had 
increased at the exceptional rate of nearly 8 per cent 
in 1965, considerably more than gross national product. 
In 1966, primary income rose 10 per cent, which was not 
much less than in 1965, and so did disposable income. 
But the effects on prices and on real consumption were 
quite different in the two years. In 1966, as a whole, 
prices were up by 6 per cent as against less than 4 per 
cent in 1965, so that the increase in real consumption 
slowed down to 4 per cent. The standstill on prices 
imposed in mid-1966, however, stabilized the index of 
consumer prices after June. 


In Sweden, too, primary incomes continued to rise 
fast in 1966 — by about 9 per cent in spite of the pro- 
tracted wage negotiations during the year— but the 
-rise was damped down to 8 per cent by rising tax yields 
(although less so than in 1965 when the rise in disposable 
‘income was checked by the increases in tax rates imposed 
in 1964). But prices increased by 5.5 per cent (5 per cent 
in 1965) slowing down the increase in real consumption 
to 24 per cent in 1966 (44 per cent in 1965). This fast 
increase in prices between the two years resulted partly 
from increases in indirect taxes.”* As in Norway, the rise 
in prices of goods exposed to international competition 
was relatively moderate; they are estimated to have 
contributed less than 1 per cent to the overall increase 
in prices. 


The policies followed in 1966 by Denmark, the Nether- 
lands and Sweden have been on the whole rather restric- 
tive, the degree of restraint and the technical nature of 
the measures varying from country to country. Fiscal 
and monetary measures have not been pushed so far as 
to bring about a substantial slowing down in the forma- 
tion of primary income. In none of these three countries 
did the net effect of direct taxes and income transfers 
reduce the rise in disposable personal income by more 
than one percentage point below that in primary income. 


73 In July 1965, the turnover tax was raised. In early 1966, the 
petrol tax and the excise duties on cars were increased. New car 
registrations in 1966 were down by a quarter compared with 1965. 
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By contrast, prices rose sharply in 1966 and much more 
than in the four major countries examined above: 


Implied price index for household consumption 
Percentage changes 


1965 1966 1965 1966 
а ВЯ 2.6 2.8 Denmark's... ее 6.1 6.0 
Western Germany. . 3.2 3.6 Netherlands 3.8 6.0 
аа ое. 3:88:25 ее и 5:05:5 
United Kingdom .. 4.5 4.0 


In Belgium, Finland, Ireland and Switzerland, primary 
income rose probably by 8 per cent or less in 1966 
— significantly smaller increases than in the previous 
year. But the price index for private consumption rose 
in all four countries virtually at the same rate as in 
1965 (up to 4.5 per cent). Private consumption in volume 
rose hardly at all in Ireland and by only 2 per cent in 
Switzerland, by 3 per cent in Belgium and 4 per cent in 
Finland — less than in 1965 in all four countries (although 
the difference was only marginal in Belgium). 

One very common feature of the trends in consumers’ 
expenditure in 1966 was the fall, or smaller rate of 
increase, in new car sales: 


Registration of new private cars 


Percentage changes over previous year 


1964 1965 1966 
Аа sears: ДВ ЕЕ 7.1 15.6 9.6 
Ве ое 16.0 17.8 —1.3 
Вера 0 co.cc feo ae 30.8 —14.5 18.9 
Е р Е 57.2 22.0 —21.6 
И В В — 0.4 14.4 
Westerh Germany ....-.:. 5:7 13.0 —0.8 
ТЫ ПТ лье tees aces oon НЫЕ 36 11.7 4.3 —8.8 
Е Sa aie ao ade Fas —6.9 10.3 12.9а 
Netherlands Sa. о avid а 22.1 26.5 —22.8а 
ОА ПО Пт ро ая 15.1 1.8 7.4 
ЗИ ass cs he ae 6.6 7.2 —24.45 
а о сы 4.6 4.3 3.9а 
United Kingdom. ....... 18.0 —5.7 —3.8а 


Sources: National statistics; direct communications; ECE, Statistical Indicators 
of Short-Term Economic Changes in ECE Countries. 


a Eleven months on the corresponding period of previous year. 
b Sales. 


Half the countries showed a decline in 1966, including 
western Germany and the United Kingdom; only Den- 
mark (after a big fall the year before), France and Italy 
showed substantial increases. 


Prospects for the increase in real consumption in 1967 
are mixed. The dominating factors in most countries are 
the smaller increases expected, in primary incomes 
generally and in wages and salaries in particular, and a 
related slowing down in the rise in consumer prices. The 
differences from last year in the rate of growth expected 
in real consumption — which in most countries increases 
at a fairly stable rate — are not, however, very great. 
On present forecasts (as in Table 1) substantial increases 
in real consumption — of about 5 per cent — are 
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expected only in France” and in Italy, representing some 
acceleration over 1966 in both countries. In both France 
and Italy, a faster increase in the wage and salary bill, 
without any acceleration in the rate of price increases, 
may accompany the continued expansion of output. In 
Norway and Sweden, also, a normal expansion of output 
is expected to bring increases of 4 and 3 per cent respec- 
tively in real consumption. In Austria and the Netherlands 
increases in consumption of the same order are expected 
(rather less, in these countries, than in 1966, because of 
the slower growth of output that is forecast). In Denmark 
and Ireland, a recovery in output, of which there are 
signs already, should result in bigger increases in real 
consumption. 

By contrast, very small increases in real consumption 
are expected in western Germany and the United King- 
dom. In western Germany a rise of 2 per cent is forecast, 
associated with an increase in primary household incomes 
less than the 64 per cent of 1966 and a rise in prices 
slowing down to 2 or 3 per cent. In the United Kingdom, 
similarly, the rise in primary incomes and in consumer 
prices, influenced by the policies of restraint as well as 
by weak demand for labour, may be less than in 1966; 
although in 1967 as a whole real consumption may be 
no more than in 1966, it seems likely that the end of 
the complete standstill on pay and prices will bring about 
some increase in consumer incomes and spending as the 
year progresses.” 

In Belgium, Finland and Switzerland, the expected low 
rates of growth in output, accompanied by restrictive 
demand policies, are likely to keep the increases in real 
consumption within very narrow limits. 


The southern European countries 


For the industrialized countries of western Europe, 
changes in private consumption are largely determined by 
changes in the wage and salary bill in real terms; in the 
southern European countries the volume of agricultural 
output, and hence the income level of farmers, is equally 
important. 


In Greece, indicators of the evolution of private 
consumption differ about its relative growth in 1965 and 
1966,6 but it seems that the share of consumption in 
GNP has fallen slightly — mainly as a result of a slight 
slow-down in the rate of growth of private consumption. 
Consumers’ demand was subject to two main contradic- 
tory influences. The first, which obviously had an adverse 
effect on consumption, was the relatively slow rate of 
growth —for the second consecutive year — of agri- 
cultural output and incomes; on the other hand, employ- 
ment and wage levels increased in the industrial and 
service sectors. Thus, while the cost-of-living index for 


74 The forecast for France may prove excessive in view of the 
current slowing down reported above (page 000). 


5 In a press statement on 22 March 1967, the Minister of Eco- 
nomic Affairs said that, mainly because of existing commitments of 
which the execution had been postponed, wage rates would rise 
about 6 per cent during 1967. 


в The Centre of Planning and Economic Research assumes a 


mild deceleration in the growth of total consumption from 8.7 per 
cent in 1965 to 8.1 per cent in 1966. 


the year as a whole rose by 4.6 per cent 7” compared 
with 5 per cent in 1965, industrial employment inc sed 
during the first half of 1966 by 6 per cent, and average 
daily wages paid in industry during the first eight months 
of 1966 were 12 per cent higher than in the same period 
of 1965.78 


Private consumers’ expenditure in Turkey in 1966 was 
mainly stimulated by the exceptionally favourable harvest, 
although the receipts from exportable crops, which 
account for roughly one-sixth of agricultural incomes, 
have not yet had their full impact, which will probably 
be felt only in early 1967. The average daily pay of 
Turkish workers covered by the insurance plan was, 
in August 1966, 5.4 per cent above that of a year earlier 
(against a monetary increase of more than 14 per cent 
in the previous twelve-month period). The increase in 
real wages in industry and services during 1966 thus 
seems to have remained limited, since the cost-of-living 
index in 1966 increased during the same period by 1.6 рег. 
cent in Ankara and by 5 per cent in Istanbul. But an 
important expansionary effect on incomes and consump- 
tion in 1966 was derived from the rapid increase in 
employment in the industrial and service sectors (by 
some 11 per cent). 


In Portugal, total consumption increased moderately in 
1966, but consumption has been — together with ex- 
ports — the most dynamic sector of final demand. The 
rate of growth of current expenditure by the public sector 
declined in 1966 for the second year running and con- 
sumption expenditure was mainly stimulated by higher 
real wages in both the agricultural and the industrial 
sectors.”® 


In Spain, household consumption might have risen by 
8-9 per cent in 1966. The main causes of the increase in 
consumers’ income and expenditure were the exceptional 
harvest, which allowed an estimated 20 per cent increase 
in agricultural money wages, the general overshooting of 
the 8 per cent salary increase ceiling foreseen for 1966, 
and the continued increase in industrial employment. 
During the January-October 1966 period the average 
monthly increase in industrial employment over the 
corresponding period of 1965 was 5.5 per cent, total 
hours worked in industry increased by 6.7 per cent and 
hourly earnings (deflated by the cost-of-living index, 
which increased in the whole year by 5.3 per cent) 
increased by 4.2 per cent. 


The minimum basic daily wage was increased in 
September by 40 per cent (from 60 to 84 pesetas) which 
represents, including the various allowances, an actual 


7” Consumer prices increased less than in 1965 due to the more 
favourable evolution of the food component and the general high 
elasticity of supply of the economy as a whole. 

78 Sample taken by Statistical Service of the 
Organization. 


*° While the cost-of-living index (in Lisbon) increased during the 
period September 1965-September 1966 by little over 5 per cent 
(and by 2.1 per cent in Porto), the index of agricultural wages 
(for men) increased in the same period by 16.8 per cent and the 
average salaries in industry and services increased in Lisbon by 
9.8 per cent and in Porto by 10.7 per cent. 


Social Security 


minimum wage of 108.6 pesetas ог 1.81 dollars.8° Apart 
from that, 8,200 new collective agreements were signed 
in the period January-November involving over 1.5 mil- 
lion industrial workers or one-fifth of total workers 
employed, and in these new contracts the increases in 
_ wages usually exceeded the 8 per cent maximum target. 
There are practically no reliable indicators of the 

_ evolution of incomes other than wages in the majority 
of southern European countries. In Spain, entrepreneurs 
Managed to increase profits (before tax), at least during 
_ Фе first half of 1966; the high demand pressure allowed 
them to make good the increase in the labour cost per 
unit of output by increases in the prices of industrial 


; ay The influence of the new minimum wage was officially put 
' (including spread effects) at 52 billion pesetas or roughly one-tenth 
of the wage bill. 


3. FIXED 


Current developments and prospects 


The spectrum of changes in total fixed investment in 
1966 was remarkably wide — from a decline of about 
6 per cent in Ireland to an increase of 74 per cent in 
the Netherlands. As compared with 1965, there was an 
accelerated increase in Italy and the Netherlands, and 
very little change in the rate of increase in Austria, 
Belgium and France; rather smaller increases than the 
year before in Denmark, Norway and Sweden; virtually 
no increase in western Germany and the United King- 
dom, and declines in Finland and Switzerland as well as 
in Ireland. 


For 1967, existing forecasts suggest some further 
acceleration in France and Italy, and also some quicken- 
‚ ing in Norway (mainly in ship purchases) and Sweden; 
a bigger increase is hoped for in Belgium and a reversal 
of the decline in Finland. On the other hand, a substantial 
slowing down is expected in Austria and the Netherlands, 
and an actual decline in western Germany, Switzerland 
and the United Kingdom. As Table 3 shows for the 
countries publishing quarterly data on investment, by 
the second half of 1966 the level of real investment in 
western Germany was already less than a year before 
and in the United Kingdom hardly any greater. 


In France, total fixed investment is estimated to have 
increased by about 5 per cent in 1966, which is a little 
more than private consumption and a little less than 
industrial output. But there are big differences between 
the major categories. Investment in dwellings, which had 
been the main support of investment activity during the 
stabilization period, dipped in 1966. The fall was mainly 
in Government-financed dwellings. Because of the rapid 
increase in house prices (in part due to the uncontrolled 
value of land), the finance made available covered a 
smaller volume of construction than expected. The 
volume of construction of unaided dwellings has con- 
tinued, but they are becoming more difficult to sell. 

Government investments (excluding dwellings) rose by 
10 per cent in 1966 and were the most dynamic segment 
of total investment. Investments by non-financial enter- 
prises (loosely termed productive investment) are esti- 


goods. This was not continued in the second half of 1966. 
The small reduction in profit margins in the year as a 
whole illustrates, better than anything else, the change 
in the short-term trends of the Spanish economy from 
a situation in which inflationary pressure was mainly 
attributable to excess demand to a situation in which 
wage-cost push appears more significant.®!. 


81 The wage push in Spain can be interpreted as a defensive, if 
belated, reaction on the part of workers to the rapid increase in 
the cost of living during 1965, a year in which the real hourly 
earnings of workers declined slightly. Labour costs per unit of out- 
put, which had increased by 5 per cent in 1965, expanded by only 
1.6 per cent in 1966 (January-October) when public sector con- 
sumption, particularly through the increase in public sector remun- 
eration, was the most acute source of the inflationary pressures 
reflected in the cost of living. Deflated hourly earnings, however, 
increased in 1966 (January-October) by as much as 4.2 per cent. 
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mated to have risen by 6.3 per cent. But, whereas pro- 
ductive investment by public enterprises rose by about 
8 per cent, investment by private enterprises did not rise 
more than 5 per cent. According to the November 
INSEE inquiry,®? a strong differentiation appears by 
size of enterprise: whereas the major 40 enterprises 
estimated their investment expansion in 1966 at 16 per 
cent, other groups of enterprises reported either no 
increase at all or only very small increases. There were 
marked differences also between industrial branches. 
Investment expansion has been higher than the average 
in engineering and electrical industries and in some 
industries producing consumer goods, such as glass and 
leather. By contrast, it has been lower than average in 
metal-making and construction materials. Prospects for 
1967 are on the whole favourable, as can be seen from 
the following table: 


France: Investment prospects < 


Percentage increase in volume 
from previous year 


1966 1967 
forecast 
Total fixed investments ........ 4.9 757 
of which: 

Social investment. 0. ie: % facasci ee se Spi ss 2.3 9.7 
General government ........ 10.2 11.3 
Household (mainly for dwellings)... . —2.4 4.4 

Enterprises (private ог public) . ..... 6.3 ЗАЗ 
п ies) safe ЕН ДН АО — 

Productive investments. ....... 6 
Я С ое С 8.1 <5 
Ра ое Gee ee te аа > 8-9 


Source: Comptes prévisionnels de la nation pour 1966 et principales hypothéses 
économiques pour 1967, automne 1966 (Statistiques et études financiéres, n° 215). 
a This table is based on the French definitions, which differ from those of the 
United Nations system of national accounts. 


In 1966, the actual outcome fell short of the forecasts 
made at the end of 1965 only for investment in dwellings 
(for the reasons mentioned above). Private productive 
investment should accelerate in 1967, partly as a delayed 
response to the fiscal incentives established in February 


8 See INSEE, Etudes et Conjoncture, Supplement No. 1, 1967. 


ie el 


1966.83 The forecasts probably rest on the assumption 
that the sluggishness of output during the last months 
of 1966 will be only transient. In the steel industry, 
however, a big increase in investment is expected, with 
the aid of Government finance. | 


In Italy, both the rate and the pattern of the increase 
in fixed investment have been rather similar to French 
experience. Gross fixed investment rose by about 6 per 
cent. There was an increase of nearly 10 per cent for 
investments in machinery and transport equipment while 
construction virtually stagnated. But the stagnation of 
dwelling construction in Italy came after a big fall, and 
not, as in France, after a period of strong expansion. 
The long-awaited revival of investment in dwellings has 
been delayed more than expected. For most of 1966, the 
market remained depressed, partly because of the unsold 
dwellings built before the recession; public and govern- 
ment-sponsored programmes have undergone long delays 
before coming into effect. 


The growth of investment in machinery and transport 
equipment was concentrated on the second half of 1966: 


Percentage changes on previous quarter 
Data seasonally adjusted 


Industrial 
output 


Investment 
in machinery 
and equipment 


1966 Низбапае вет =... wt +2.7 —1.9 
Зесопаапамене ие. or +4.0 —0.7 
hirdiquarter’, sao ace. prone +2.3 +13.0 
Fourthquartersitr:. nee eee +2.4 +10.0 


Source: ISCO, Report on current economic developments in the second half of 
1966, Rome, January 1967. 


Because of the big fall in 1964 and early 1965, invest- 
ment in machinery and transport equipment is still well 
below the pre-recession peak (probably by about 25 per 
cent in constant prices). And yet, at the end of 1966, 
industrial production was 16 per cent above the pre- 
recession peak of January 1964, although there were 
no indications of the existence of large margins of 
unused capacity in Italian industry in 1963: the large 
imports, not only of raw materials and agricultural 
commodities, but also of industrial goods for investment 
and consumption in that year, rather point to a situation 
of excess demand, at least for a number of industrial 
products. But the economy was in a phase of rapid 
growth and there was probably lack of balance among 
branches and sub-branches. Thus, a few “ bottleneck- 
liberating ” investments, subsequently completed, greatly 
increased capacity. Also, some of the major investment 
schemes started in the years of “economic miracle ” 
were not fully completed when the recession саше,8* and 
in addition, the period of recession seems to have been 


88 Ten per cent of the value of most capital goods (excluding 
construction) ordered between 15 February and 31 December 1966, 
or ordered in 1966 for delivery in 1967, will be reimbursed by the 
Government. 


8 The new steel-mill of Taranto in southern Italy may be quoted. 


used by enterprises for rationalization and better utiliza- 
tion of existing equipment. _ они лек 
The sluggishness of industrial investment during the © 


в 


period of re-expansion has caused some concern in’ 
Italy; the limited reaction to various measures of stimu- 


lation (mainly low-cost credit) taken in 1965 seemed 
disappointing. However, it seems that industrial invest- 
ment was held back, as would be expected, by the 
existence of unused capacity at the beginning of the 
re-expansion. The increase which began in the second 
half of 1966 is expected to continue in 1967, probably 
at a faster rate than in 1966 as a whole. 3 set 
Investments are on the downward slope in the United 
Kingdom and western Germany, and the prospects for 
1967 point to a further decline, though the final outcome 


will be influenced — especially in western Germany — — 


by Government policy. In western Germany, the invest- 
ment boom of 1964 found its driving force in construction 
activity; in 1965 investments in construction rose by 
only 3 per cent as against 13 per cent in 1964. All the 
three major categories (commercial buildings, dwellings, 


public works) were affected, but public works more than © 


dwellings and dwellings more than commercial buildings. 
The virtual arrest in public works expenditure is the 
consequence of cuts in federal programmes for roads, 
postal services, railways, etc. The stagnation of invest- 
ment in dwellings was largely due to the higher interest 
rates prevailing on the capital market on the one hand, 
and to a more restrictive lending policy on the part of 
savings banks and specialized credit institutions on the 
other hand.® 


Industrial investment continued to expand rapidly in 
the first half of 1965 — indeed more rapidly than in 1964. 
But in the second half of the year, with the general 
worsening in expectations, a marked slowing-down began 
turning into a (small) decline in 1966. For some time now, 
industrialists’ expectations have indicated some further 
decline in 1967 in investment, in both machinery and 
construction. Recently approved government programmes 
should bring about a new wave of expansion in public 
works and housebuilding, but only after some months.®” 


There was virtually no increase in total investment in 
the United Kingdom in 1966 and its level was practically 
stable throughout the year. Investment in dwellings fell 
slightly — impeded by credit restriction — so did invest- 
ment in other construction, but investment in machinery 
and equipment rose by about 5 per cent. Public invest- 
ment (excluding housing) increased significantly; there 
was probably no increase in manufacturing investment, 
a small reduction in the distributive and service industries 
and a larger reduction in shipping. The prospect for 
1967 at present appears to be that the level of total 
investment will again be almost stationary. Again, a 


85 This point is stressed in official documents. See, for instance, 
a Previsionale e Programmatica per il 1967, Rome, October 
86 See Expansion und Stabilitét, Report of Sachverstaéndigenrat 
Jahresgutachten, 1966-1967 (November 1966), р. 46 №, and Institut 
fir Konjunkturforschung, Zur Lage der Bauwirtschaft, Berlin 
9 December 1966. 4 


87 See above, section 1. 


_,8 per cent, may approximately balance a reduction, of 
about the same proportion, in private investment,®* but 
_ dwelling construction might remain at about the same 
level as in 1966. | 

— Ш Sweden, total fixed investments rose by по more 
than 33 per cent in 1966 against an increase of over 
Г рег cent in 1965, but the decline in the rate of growth 
_ 15 due only to construction. Dwelling construction fell 
р: by about 2.5 per cent in 1966 because of a harsh winter 
_ that delayed starts. Investment in machinery and trans- 
_ port equipment (including the merchant fleet) rose by 
6 per cent in 1966 as against 4 per cent in 1965, but 
investments in ships alone almost doubled. Expectations 
for 1967 are for a more harmonious growth: both 
_ investments in machinery and transport equipment, and 
_ in construction, should expand by 5 per cent. Investments 
_4in ships should increase again — but by no more than 
15 per cent. Investments in mining and manufacturing 
are expected to increase by about 7 per cent (against 
8-9 per cent in 1965 and 1966). 


When special factors, like weather conditions affecting 
construction activity and investments in ships, are left 
out of account, recent developments in Swedish invest- 
ment activity are remarkable for the small amplitude of 
fluctuations (after the big upsurge of 1959-1961). This 
relative steadiness may be a result of successful demand 
management. A more specific reason may be found in 
the fact that fluctuations in investment in machinery are 
not accompanied by similar fluctuations in investment 
in dwellings — in contrast to much of western Europe. 
Indeed when investments in manufacturing declined in 
1964, investments in dwellings and government invest- 
ments rose considerably, virtually offsetting the decline 
in industrial investment. (This may not be wholly the 
result of deliberate policy. It does not appear that 
investments in dwellings are used by government as an 
anticyclical instrument; housebuilding is rather isolated 
from market fluctuations by strict government control.) 


Investment trends in Norway resemble to some extent 
those in Sweden when the shipping sector — much 
more important in Norway — is left out of account. The 
virtual stagnation in ship purchases was responsible for 
the rather smailer increase in total investment in 1966; 
the strongest expansion, as in Sweden, was in machinery 
and equipment, with a rise of 10 per cent. Investment in 
construction increased less. In 1967, a new upsurge of 
ship purchases is expected; the expansion in machinery 
and equipment may slow down while some acceleration 
in construction is expected. On the whole, fluctuations 
in the various categories of investments — other than 


v 


88 Recent surveys of industrialists’ investment intentions have 
given conflicting evidence of the extent of the decline and the figure 
of 7 or 8 per cent represents a rough average of rather a wide range 
(National Institute Economic Review, February 1967). The view 
has been expressed that the forecasts made, especially in manu- 
facturing industry, have not given full weight to the increases in 
investment grants announced in December 1966 (partly in response 
to pessimistic forecasts). It is estimated that the extra grants would 
add up to 1 per cent to the rate of return (net of tax and deprecia- 
tion) on a given investment (Board of Trade Journal, 10 February 
1967). 


continuing increase in public sector investment, of 7 or 


ships — continue to be rather modest; the limiting factor 


is supply rather than demand. 

Weakness of demand, to a large extent policy-induced, 
is, by contrast, the major limiting factor on investment 
expansion in the other smaller countries. In Austria and 
the Netherlands the growth of output and, even more, 
of investments is expected to be substantially less in 1967, 
while continued slow growth is expected in Belgium, 
Finland, Ireland and Switzerland. 


Total investment in Austria increased in volume in 
1966 by 6 per cent —a little more than in 1965. But 
there was almost-no increase in industrial investment (а 
rise in the capital-goods industries being offset by a 
decline in the -consumer-goods industries); indeed, 
industrial investment has not yet recovered the high 
level reached in the boom of 1961. The increase in invest- 
ment in 1966 was confined to government investment, 
public utilities, and housing. For 1967, industrialists’ 
expectations (in the autumn of 1966) indicate an actual 
fall, of about 7 per cent, in industrial investment, affecting 
most branches. But further increases in investment in 
energy and in the public sector are expected to offset 
the decline in industry, so that total investment may rise 
by 2 or 3 per cent. 


In the Netherlands, the trend has been different in 
1966 for dwellings and other investments (for this large 
aggregate no breakdown in volume is yet available). 
In 1964, there was an “explosive” increase of about 
30 per cent in investments in dwellings, resulting both 
from strong demand for “ unaided ” dwellings, and from 
vigorous government action to increase publicly-aided 
construction. After the boom of 1964, it was natural 
that the rate of expansion should slow down, and the 
slower growth has been reinforced by restraints on 
credit. Investment by enterprises speeded up in 1966, 
rising by 8 per cent. For 1967, however, no increase is 
expected in investment by enterprises — indeed it may 
decline. But public investment is expected to increase 
and together with a small increase in house construction 
may keep total investment about level. 


Information about investment prospects for 1967 is 
scarce for Belgium, Denmark, Finland, Ireland and 
Switzerland — but in none of them can a marked recovery 
be expected from the lull in 1966. In Belgium and 
Denmark, total fixed investment (and probably the 
major component categories) did not suffer a net decline, 
although the rate of expansion was weak. In Finland — а 
country subject to rather violent fluctuations — total 
investment fell slightly and investment in machinery and 
transport equipment declined substantially for the second 
consecutive year. In Jreland, total investment fell, by 
6 per cent, after big expansions in 1964 and 1965. In 
Switzerland, total investment fell by 1-2 per cent, for the 
second year in succession. 


Cycles in fixed investment 


Among the very different policies adopted in western 
Europe one fairly common feature appears: the desire 
to preserve or restore the impetus of productive invest- 
ment. The declared aim in periods of demand restraint 
has been to dampen private consumption temporarily, 
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so as to leave room for investment as well as for exports; 


and to encourage investment, and exports, to take the 
lead when a new stimulus to output is desirable. In fact, — 


however, it is fixed investment which has tended to be 
the more volatile element in final demand, falling more 
than consumption in periods of recession, and rising 
faster in periods of boom. Some lessons may be drawn 
from an analysis of the behaviour of investment in relation 
to the variations in economic activity generally. 


During the last eight years, western Europe as a whole, 
and most individual countries, have undergone two 
investment cycles, the first centring on 1960 and the 
second on 1964 (Chart 2). The first cycle was the longer: 
it lasted about three years (1959, 1960 and 1961) in most 
countries. Since investment in manufacturing is generally 
regarded as the most “ strategic ” element in investment 
(although generally accounting for only about a quarter 
of the total), its annual movements are compared in 
Table 9 with those in manufacturing output in a number 
of countries. A typical pattern emerges. In the first year 
of upturn in output (1959 was such) manufacturing 
investment either fell or increased much less than out- 
put.8® Only in the second year (1960) did investment 
increase markedly, and then it greatly surpassed the 
growth of output; in some countries the pace of invest- 
ment growth was obviously faster than could be sustained 
for long. In the third year (1961), when output growth 
slowed down, investment continued to rise rather fast 
— naturally enough, since so much of investment expen- 
diture depends on commitments made a long time 
before. 


It thus appears that in the early stage of the upturn 
output growth was impelled by other sectors of demand; 
and acceleration in manufacturing investment started 
later and was then itself responsible for pushing up output 
growth, and, later still, for sustaining it — but only 
temporarily — when other sectors of demand were 
slowing down. The pattern of investment growth in 
1959-1961 as between its components also exhibited 
certain common features.*? In particular, it was invest- 
ment in equipment which increased fastest, and for 
longer: the rate of expansion in equipment purchases 
most commonly reached a higher peak, and a later peak, 
than investment in construction, and in some countries 
(Belgium, Finland, western Germany, Italy, the Nether- 
lands) continued at a high level when the increase in 
construction had fallen off.*! In Norway and Sweden, 
indeed, the investment boom was almost confined to 
equipment and affected construction only mildly. 


89° This is not true of the Netherlands in 1959. 


80 See Chart 2. Where possible, figures for “ machinery and other 
equipment ”, excluding transport equipment, have been given. But 
for some countries, no separation is made in the original source. 

91 “Tnvestment in residential construction is seen to have 
accounted for almost one-tenth of the expansion of final demand 
in 1959, but subsequently diminished in importance. The upthrust 
imparted by outlays on machinery and equipment came in 1960 
and 1961, when the increment of demand in this sector was four 
times as large as that for dwellings, whereas in 1959 the share of 
each of these categories of demand in the increment of total output 
was about the same” (Economic Survey of Europe in 1962, Part 1, 
Chapter II, page 7). 


TABLE 9 


~~ Output and investment in manufacturing industry, 
| 1959 to 1961 


Percentage increase т volume over previous year 


| 11952 1960 1961 


Austria 

Output: 4... soem ie 4.9 9.2, 93 

Investments:@ ыы. . —5.2 9.8 = 
Belgium 

Output i. oat. Sees eee 8.2 8.8 5.0 

Tnvestments@ oo. + > 1 41.6 21.4 
France 

Outputs” hea acc sors 1.8 8.5 5.2 

Investments 6 i)... s ws | —0.2 12.5 19.7 
Western Germany 

Output ces ayo ох 8.2 12 5.5 

Inmvestments£;.. . . . + 8.1 РА 11.6 
Italy 

Output es 220 gi aes 11.1 13.9 10.7 

Investments@ ... 5... . . 5.0 252 21.6 
Netherlands 

Output-e = Rts 9.0 10.1 4.1 

[nvestmentsiGa® нае 11.7 17.1 14.6 
Norway 

Фо а. аа 4.4 8.9 5.6 

Труениее К... —9.3 28.4 19.5 
United Kingdom 

Output’ sain ee te ee 6.0 8.5 0.0 

Investments 7-2 5... 5. ; —5.5 16.6 17.6 


Sources: United Nations, Yearbook of National Accounts Statistics; OECD, 
National Accounts Statistics 1955-1964; Office Statistique des Communautés Euro- 
péennes, Comptes Nationaux 1955-1965; and Deutsches Institut fiir Wirtschafts- 
forschung, Vierteljahreshefte zur Wirtschaftsforschung. 


Мот. — Data for output refer to contribution to gross domestic product at 
constant prices. 


а Including mining. 

4 Including fishing and quarrying of building materials. 
¢ Including quarrying. 

4 Including construction. 

¢ Including mining, construction and public utilities. 


The second investment boom, in 1964, differed in 
important respects from that of 1959-1961. It was much 
shorter, lasting only for one or one and a half years, 
and the measures of restraint adopted helped to damp 
it down. Several countries missed it almost entirely: 
Italy was already in the grip of recession and in Ireland, 
Norway and Sweden the fluctuation in investment was 
not very marked. Moreover, in some countries the 
investment boom of 1964 was largely confined to con- 
struction and especially to house construction. Thus in 
Belgium, investment in equipment increased only mode- 
rately and in France the rate of increase fell off. In both 
countries, a very fast expansion in housebuilding was 
the main support of the rise in total investment (see 
Chart 2 and Table 1). Elsewhere, there was a considerable 
expansion in other construction. But the increases in 
investment in equipment which marked the investment 
cycle of 1959-1961 were much less widespread in 1964. 

In spite of these differences, the lag in investment 


growth behind output growth is still evident in the more 
recent investment cycle. Data for 1963-1966 are pre- 


TABLE 10 
Output and investment in manufacturing industry, 1963 to 1966 
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| Index numbers, 1962 = 100; half-yearly data, seasonally adjusted 


= 


3 1963 
I п 
Western Germany 
Investments ео 94 102 
Outlot МЕ wins. cadets ast i 101 106 
of which: 
capitalgoods ..... 98 102 
consumer goods 104 108 
Netherlands 
Investment @ 5 5... 96 110 
Outpuee. te ae ee 102 107 
of which: 
capitalgoods ..... 100 105 
consumer goods ыы 104 105 
Sweden 
Imyestment 6. Лк. 25 102 103 
Outputs с Se 105 110 
of which: 
capital 60043... . 102 107 
consumer goods .... 105 107 
United Kingdom 
INVEStMENt c= tien se > 87 88 
ОЕ See gs бе 101 107 
of which: 
Capital goods) о г. 100 103 
consumer goods .... 101 107 


1964 1965 1966 

I II I п I п* 
102 112 122 123 125 ve 
112 115 120 120 124 121 
106 107 112 111 114 107 
111 115 119 121 123 120 
118 125 124 125 134 nt 
112 115 120 121 127 130 
109 111 113 116 119 

109 110 109 111 112 

98 99 104 110 111 55 
114 120 125 129 130 132 
111 116 122 124 131 128 
109 112 114 114 116 Pe 
98 101 106 108 107 = 
111 113 115 117 118 117 
109 112 111 116 118 

109 111 112 113 115 


Sources: 
Western Germany: Monatsberichte der Deutschen Bundesbank; and Deutsches 
Institut fiir Wirtschaftsforschung, Vierteljahrshefte zur Wirtschaftsforschung; 
Netherlands: Maandstatistiek van de industrie; 
Sweden: Statistiska Meddelanden, series 1; and The Swedish Economy, October 1966; 
“United Kingdom: Monthly Digest of Statistics, and Economic Trends. 


Note. — Data for “ capital goods ” refer to metal-using industries excluding 
“metal-making. Passenger-cars have been excluded from “capital goods” for 
western Germany and the United Kingdom, and have been included in “ consumer 
goods ”. Passenger-cars are, however, included in “ capital-goods ” for the Nether- 


sented in Table 10, again showing manufacturing output 
and manufacturing investment. For this later period, it 
has been possible to show the lags in more detail by 
using half-yearly (seasonally adjusted) data, but for four 
countries only. In all four, the revival in manufacturing 
output which occurred during 1963 preceded the accela- 
ration in manufacturing investment. Thus in western 
Germany, investment lagged behind output throughout 
1963 and 1964, overtaking it at the beginning of 1965, and 
maintaining its lead at least up to the middle of 1966. In 
the Netherlands, the reaction of investment was much 
quicker in the upturn (as in 1959-1961 also) and main- 
tained its strong lead into 1966. In Sweden, output was 
growing strongly through 1963-1965; but manufacturing 
investment remained more or less stable for the first two 
of these three years, and even then rose only moderately. 
In the United Kingdom, the upturn in output which 
began in 1963 was followed rather later by an expansion 
in manufacturing investment, which remained very 
moderate throughout the period of output expansion. 
In both western Germany and the United Kingdom, the 


lands (car production negligible) and Sweden, as adequate car-production series 

for an exclusion were not available. For “ consumer goods ”, the following should 

be borne in mind: 

Western Germany: taken directly from national sources. 

Netherlands: covers food, drink and tobacco; textiles, clothing and footwear. 

Sweden: food, drink and tobacco; textiles and clothing; paper and printing. 

United Kingdom: food, drink and tobacco; textiles, clothing and footwear; 
timber and furniture. 


a Including mining, construction and public utilities. 
р Including mining. 


delayed reaction of investment is also shown by the later 
expansion of the industries broadly classified as “ capital 
goods ” industries. 


From this analysis, three points emerge which appear 
relevant to conjunctural policy. Firstly, those forms of 
investment which are generally regarded as most “ stra- 
tegic ” for economic growth, and most directly produc- 
tive, seem to respond with some delay, at turning points, 
to changes in the rate of growth of total output. Willing- 
ness on the part of industry to increase investment 
appears to be most influenced by concrete evidence of 
general demand expansion (which is unlikely to occur 
when consumption is not expanding). The advantages of 
investing more in periods of relative recession — quicker 
and more certain delivery, perhaps lower prices — have 
always been present. Whether additional fiscal induce- 
ments for investment can materially affect the usual 
behaviour pattern must remain doubtful. 


Secondly, the reaction of investment to a general 
expansion of demand and output, although it may start 


slowly, can within a year or two gather great strength; © 
as the growth of demand and output approaches capacity | 


limits, the delayed pressure of investment orders can 
become an important element of excess demand — exacer- 
bating for policy makers the immediate problem of 
demand pressure which the purchasers of investment 
goods are trying to solve by providing for greater capa- 
city in future. 


The third point that emerges from the experience of 
several countries, over two investment cycles, is that the 
movements of total investment may conceal quite diffe- 
rent rhythms among its components. This is shown by 
the different phasing and intensity of the cycles in equip- 
ment and in construction. The cycles in construction 
tend to reflect, rather more closely than those in equip- 
ment, the influence of investment by the public sector; 
this is not only because housing is in most countries 
subject to a considerable degree of public control, but 
also because other forms of public capital expenditure 
tend to consist largely of construction work.” In principle, 
it seems possible for governments to do more to stabilize 
the pressure of overall investment demand, especially in 
construction, by control of public investment. The 
practical difficulties are well enough known. One of them 
is the undesirability of large fluctuations in public invest- 
ment in an effort to counteract the fluctuations in the 
investment of the private sector; although often advo- 
cated in the past as a method of stabilizing the economy, 
such deliberate variations can be expensive and in 
conflict with the long-term programming of public expen- 
diture, which is also regarded as valuable. Nevertheless, 
there remains a certain possible margin of play within 
the capital expenditure programmes of public authorities. 
But to use this margin effectively requires, first, full 
awareness of the long time-lags involved by any invest- 
ment decisions, whether public or private; and secondly, 
more systematic knowledge than at present exists of the 
typical patterns of investment within the private sector. 
The analysis above is only a modest introduction, intended 
to demonstrate the complexity of the rhythm of investment 
and the need for fuller understanding of it if stabilization 
policies based on clearer foresight are to become possible. 


* 
* * 


One longer-term aspect of investment may be touched 
upon. At present, private investment is held back in 
many countries by temporarily weak demand, rather than 
by supply difficulties; and public investment expenditure 
is in several countries limited by general policies of 
demand restraint. But there is a widespread recognition 
of the need for a faster rate of expansion in both seg- 


* For example, in the United Kingdom (1965 figures): 


General Public Private Total 

government corporations sector 
PIOUSING oO Wests she ss 40 3 20 21 
Other construction .... 51 24 27 31 
Plant, machinery and vehicles 9 73 53 48 
100 100 100 100 


Unfortunately, up-to-date figures dividing investment by type of 
amount between the public and private sectors are not available for 
many countries. 


TABLE 11 
Employment (wage- and salary-earners) in non-agricultural 


enterprises 
Percentage recites Share ja total - 
Country and industry ek ace emp. br 
Austria 5 
Metal-usingindustry® .... 14.1 9.8 
Construction industry... . 5.9. 11.8 
ROEM cutie doc teak аа 9.4 21.6 
Other industries... 5. cans 6.9 40.1 
Services, excluding government | 29.2 38.3 
Total se", фа 16.7 78.4 
Belgium 
Metal-usingindustry® ... . 29.2 9.8 
Construction industry 28.0 9.4 
О oe ae с ие 2 28.6 19.2 
Otherindustries до. 122 39.3 
Services, excluding government | 27.4 41.5 
TOtal eon. oaks С 13.1 80.8 
France 
Metal-usingindustry. .... 30.7 14.3 
Construction industry 40.5 13.4 
Total “bs > eae 35:3 27-1 
OERErINGUSTHIES- ое ЭР 33.0 
Services, excluding government | 28.5 39:3 
aoe ies, Sa Sal ioe 17.0 of Pane} 
Western Germany 
Metal-using industry с 50.0 16.6 
Construction industry 34.3 Гы 
Песне Ся 43.2 РИ 
Otherindustries-«<4—.- --<.—~—<—. 13.4 37.4 
Services, excluding government | 31.2 34.9 
ОА, cae oe 21.3 72.3 
Italy 
Metal-usingindustry. .... 38.8 12.2 
Construction industry 14.0 16.8 
сев eee 23.2 29.0 
Other industries... ...:. .. 20.0 34.7 
Services, excluding government 23а 36.3 
"ROtal а ae 21.6 71.0 
Norway @ 
Metal-usingindustry. .... 32.4 11.2 
Constructionindustry .... — 10.1 
OCA ии an Ау val eee 14.7 21.3 
Otherindustries .-.*. .. . % 4.2 26.2 
Services, excluding government eo) 925 
Роба. Ури УЗ 18.7 78.7 
United Kingdom 
_ Metal-usingindustry. . .. . 17:7 15.9 
Construction industry 22.6 Tet 
Total озера os 15.1 23.6 
OtherindustriesRiwn Lo. —0.2 30.4 
Services, excluding government 19.4 46.0 
Totaliva chan shi wae 10.6 76.4 


Sources: Industrial statistics and labour statistics of individual countries, 


NOTE. — Metal-using industry excludes automobile industry in France and 
the United Kingdom, and automobile and aircraft industries in Belgium, western 
Germany and Italy. “ Other industries ” include manufacturing industries Jess 


metal-using (as defined in this table), plus mining and public utilities. 


а Total number of wage- and salary-earners except those in agriculture and 


“ General Government ”. 
р 1956 instead of 1954-1955. 
¢ Excluding handicraft and small industry. 
4 1953 instead of 1954-1955, 


2 Cr 


ents of investment in the longer term. The objective, 
ay be generally agreed, should be smoother expansion 
an has been achieved in the past. 
The long-term expansion in investment activity that 
las occurred over the last decade or so has been made 
sible by very considerable shifts in the industrial 
tructure of the labour force. Table 11 exhibits these 
vements, for a few countries, in terms of the relevant 
industry groups (employment in agriculture and in 
general government is excluded). Employment changes 
in the metal-using industries and in construction have 
deen singled out as the industries most closely associated 
with investment activity. The growth of the metal-using 
industry is also, of course, associated with the rising 
demand for consumer durables (although the automobile 
industry has been excluded so far as possible), and with 
the relative growth of exports (largely from increasing 
investment in other countries.) 93 


The typical pattern (though with certain exceptions) 
consists of very large increases in employment in both 
the metal-using industries and construction — an increase 
of about 30 per cent or more over a decade, in each 
group, in Belgium, France and western Germany. Mean- 
while employment in other manufacturing industries rose 
relatively slowly, or not at all, in all the seven countries 
in the table (except Italy). The expansion in the service 
industries — often regarded as the major expanding 
sector of employment — was everywhere large. But it 
was not substantially larger — indeed in proportionate 
terms it was often smaller — than the increase in metal- 
using and construction except in Austria and Norway — 
two countries where the increase in employment in 
construction was relatively very small. 


When the normal annual increase in the total non- 
agricultural labour force is large, such shifts in industrial 
structure may be achieved without great difficulty (ignor- 
ing the special problems of finding sufficient specialized 
workers). But over the next few years, the increase in 
the total labour force may not increase so fast. The out- 
flow from agriculture cannot continue indefinitely and in 
some of these countries has almost come to an end. The 
alleviation of labour shortages by immigration may not 
in future be so easy а solution as in the past. Finally the 
demographic increases in the populations of working ages 
in several countries are expected to level off, or turn into 
a decline, over the next ten уеагз.35 


Faster increases in productivity are clearly of the first 
importance, particularly in the construction industry 
where productivity growth has been relatively slow in 
the past. Increased mobility of labour between industries 
is generally advocated, and can be greatly assisted by 


83 It is not suggested that the bulk of workers employed in the 
metal-using industries is directly on products defined as invest- 
ment, consumer durables or exports. A very large proportion is 
sngaged in producing spare parts and other producers’ goods. But 
the demand for such goods is to some extent linked with the level 
of investment. 

94 See Economic Survey of Europe in 1965, Part 1, Chapter Il, 
pages 77 ff. 

% See for example OECD, Enquiry into Demographic Trends, 
Paris, 1966. 


active manpower policies directed towards more extensive 
training and retraining, and towards financial assistance 
of workers needing to change their jobs. But, in addition, 
the short-term investment variations analysed above are 
at least equally relevant. So long as these swings in 
investment, whether in equipment or in construction, 
continue to occur on the scale of the last decade, the 
difficulties of meeting labour shortages in periods of 
expansion are bound to persist. 


Fixed investment in southern Europe 


Fixed investment in 1966 grew faster than national 
product in Greece and Turkey, but while in Turkey 
investment accelerated throughout the year, in Greece 
there was a marked decline from the very rapid expansion 
of 1965. In Spain, investment increased moderately in 
1966 but less than national product and much less than 
in 1965; moreover, a declining tendency was noticeable 
after the spring as a result of the credit restrictions and 
less sanguine expectations of entrepreneurs about future 
demand prospects, motivated by a constant, if gradual, 
shortening of their order books. In Portugal, available 
indicators point only to a modest increase in investment. 


In Greece, preliminary estimates show an increase in 
real investment in 1966 of 11 per cent against 14 per 
cent in 1965. Investment by the public sector increased 
by 9 per cent against 7 per cent in 1965, but private 
investment decelerated in general and actually fell in real 
terms in the agricultural and manufacturing sectors (by 7 
and 5 per cent respectively); the rate of expansion in 
house-building (14 per cent in 1965 and 13 per cent in 
1966) and other miscellaneous invetment, consisting 
mainly of services, was little changed. Private investment 
in transport equipment increased very fast (over 40 per 
cent in 1966 against 5 per cent in 1965) — mainly because 
of aircraft purchases.*® The revival of private productive 
investment is at present one of the most pressing 
problems for Greek economic policy makers. 


In Turkey, it is estimated that fixed investment increased 
in 1966 by some 13-15 per cent, rather faster than in 1965 
mainly because of the almost parallel growth of private 
and public investment (while in 1965 public investment 
had risen more than private). The data available on the 
investment ratio (not strictly comparable since it is 
expressed at different base-year prices) show that it 
increased from 18.2 per cent in 1965 to 19.2 per cent in 
1966 and the improvement was mostly obtained by an 
increase in the domestic saving ratio which moved from 
15.5 to 16.4 per cent of GNP. Other indirect indicators 
reinforce the impression of an upsurge in total invest- 
ment. Thus, total construction in physical terms (square 
metres) increased in 1966 (January-October) by 10 per 
cent over 1965 and the increase was much faster in com- 
mercial and industrial buildings than in housing (22 per 
cent and 34 per cent respectively against 8 per cent for 
housing). Imports of capital goods have also expanded 
very rapidly, their current value increasing over the 
same period by 43 per cent. 


в All the above estimates are by the Centre of Planning and 
Economic Research, Athens, 
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In Portugal, there are no reliable data about the relative 
growth of the sources of final demand, but according to 
the official statement in the Budget Speech by the Minister 
of Finance, capital formation increased only slightly 
during 1966. The official estimate seems, however, some- 
what pessimistic since indirect indicators point to a 
moderate increase in capital formation though not as 
great as that of national product. The number of buildings 
other than housing completed during the first three 
quarters of 1966 was maintained at roughly the same 
level as in 1965, but imports of machinery and transport 
equipment at current values increased during the first 
eleven months of 1966 by 30 per cent against the same 
period of 1965. It would seem, therefore, that productive 
investment in the private sector continued to expand 
relatively rapidly but total investment was affected on 
the one hand by the decline in the housing sector,*” and 
on the other by the virtual stagnation in total public 
sector construction activity following the completion of 
several important projects.%® 


In Spain, most indicators point to a marked decelera- 
tion in total fixed investment, much more pronounced 
in the private than the public sector. Total public sector 


®7 The number of houses finished during the first three quarters 
of 1966 was 1.7 per cent below the figure for the same period of 
1965. 

98 The increase in investment activity by the private sector is 
refiected in the 61 per cent increase in development credits granted 
by the “ Caixa General de Depositos, Crédito e Providencia ” to 
the private sector in the first half of 1966 (compared with the first 
half of 1965) and the even faster increase in the direct credits granted 
in the metropolitan area by the National Development Bank. A 
subsidiary factor of some importance might be the private repatria- 
tion of capital (part of it illegal) from the overseas provinces. 


4. FOREIGN 


The present section treats foreign trade as an influence 
on demand and output in western Europe. A more 
detailed and comprehensive analysis of changes in flows 
of international trade will be found in Chapter III. 


The major change in 1966 was a general slowing down 
in the rate of expansion of western European exports. 
Only western Germany and Ireland increased merchan- 
dise exports faster in 1966 than in 19651 (Table 12). 
The slowing down continued during the course of 1966; 
the rates of increase in the last three months of 1966, 
compared with a year before, were generally less than 
those for 1966 as a whole (except for Finland, Ireland 
and the United Kingdom). 

The year 1966 was marked by the reversal of the 
relative growth rates of imports into western Germany 
on the one hand and into France and Italy on the other. 
In 1965, western Germany increased its imports from 
the rest of western Europe (in value) by 24 per cent (an 
abnormally rapid increase), but in 1966 by only 2 per 
cent. In 1965, French imports from the rest of western 
Europe rose by only 5 per cent; in 1966 by 20 per cent. 


100 In terms of the total volume of goods and services exported, 
however, Finland, Norway and Sweden also had larger increases 
in 1966 than in 1965 (Table 1). 


investment (excluding “financial investment 1 whi 
mainly consists of bond issues by public corporation 
increased at current prices by 14 per cent in 1965 an 
partial data (which do not include local authorities 
indicate that in 1966 the increase in current prices и 
total public sector investment expenditure (again exclud. 
ing “ financial investment”) was around 12 per cen 
The ratio between investment credits spent and inves 
ment credits granted under the Spanish Development 
Plan continued to rise in 1966, from 79.6 in 1965 to 
83.9 in 1966. In general the percentages of fulfilment in 
public social investment sectors were in 1966 lower than 
in productive sectors. ; 

Private investment in Spain, which had increased very 
rapidly in 1965, slowed down rapidly in 1966 as a result 
of the credit restrictions of the spring of 1966 and the 
measures taken in 1965 to avoid further pressures on the 
building sector. According to an official statement by 
the Minister of Housing, the total number of houses 
built during 1966 was 270 thousand or 4.6 per cent less 
than in 1965. The reduced tempo of private sector 
investment seems, in general, to have affected more the 
non-productive types of investment as, for the year as a 
whole, the imports of machinery increased (at current 
values) by 23 per cent and those of transport equipment 
by 18.5 per cent. It seems obvious, however, that the 
slow-down of investment activity became gradually 
aggravated and between April and December 1966 ° the 
national industries producing investment goods saw their 
total order books shortened by three months. 


®® Ministerio de Industria, Economia Industrial, No. 37, January 


DEMAND 


Italian imports fell in 1965 by 5 per cent; in 1966 they 
rose by 18 per cent. In total, these changes almost 
exactly offset each other: 


Annual changes in imports from the rest of OECD Europe 
In million dollars 
1966 


Western’ Germany’: *;- oa. eee +1,971 +255 
Надоело Pet Se ee +245 +1,102 
Kalycn:, оксик aoe eae fe —177 +630 

+2,039 +1,987 


This equivalence in total is at first sight difficult to 
reconcile with the general slowing down of export growth 
in western Europe (except for western Germany). The 
Treason is that the acceleration of French and Italian 
imports was of most benefit to western Germany; it 
alone added 3 per cent to the growth rate of total west 
German exports (which rose 2 per cent more in 1966 
than in 1965). It accounted for a 2 per cent increase in 
the growth rate of the total exports of Switzerland but 
less than 2 per cent to the growth rate of total exports 
of the other western European countries. 


By contrast, the transition from rapid growth to near- 
stagnation in western German imports from western 


5.4 


67 20.0 
7.0 31.1 
| 7.0 19.0 
Pts 181 
aA tae —54 7.3 
—8.3 = 6.7- ~ 
ee eee —4.6 1.6 
#317159 
30 АЗ 
38 4-124 
=3,0° 5.6 
Saerrenen == 95 21.6 
Europe —2.5 10.9 
western Europe. . Shoe ae 
Не ее 10.9 9.3 — 3.6 15.3 
ЗЕ бе, бе. 5 11.2 8.3 — 3.7 15.3 
о 10.1 9.0 3.9 19.5 


г. General exports including re-exports. 


id - 


jurope accounted for much larger reductions in the 
export growth rates of a wide range of. countries. It 
alone was responsible for a 3 to 5 per cent reduction in 
the growth rate of total exports of Austria, Belgium- 
Luxembourg, Denmark, France, Italy, the Netherlands 
and Switzerland. 

- The shift in the growth markets from western Germany 
to France and Italy accounted for the largest part of 
the reduction in total export growth of most western 
European countries. The exceptions are Finland, Norway 
and the United Kingdom (where non-European markets 
were mainly responsible) and, of course, western Germany 
itself. 

- The contribution of foreign trade, in goods and 
services at constant prices, to the expansion of demand 
and resources is illustrated in Table 13. This contribution 
may be regarded as “positive” when the increase in 
exports is a larger proportion of the rise in final demand 
than is the proportion of increasing imports in the rise 
in total resources. The most marked change in 1966 was 
in western Germany, where over 80 per cent of the very 


7 Sources: OECD, Foreign Trade, Series A, Overall trade by countries; and national trade statistics. 
Nore. — For some countries in 1966, data are based on 10 or 11 months at annual rate. _ 


| к: 
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a | | ‚ТД . Wipes mates 
—35 11.6 | 354 —3.7| 258 543 | 424 360 
—3.1 3.9 31.8 19.81 45.9 73.1 | 30.8 35.5 
_3.6 S22 8.61318 |281 84.4 68.0 10.4 
5.0 6.9 a3 30:7.) 59.0 “5726 3523-32 
Sud 5.0 12.90% 13,05) 52.2) 192 30.5 72.9 
—1.7 10.6 162 =734 = 673) те 44.9 
0.8 12.0 244 \—4.7) 34.0 22.2 37.0 57.8 
—5.1 fash 19.2 0.9 | 25.4 38.3 5 47.9 
—2.1- = 8.3 16.8 OSs ad lae 94 49.7 43.9 
—2.9 7.6 1155) 5.6 | —7.4 29.2 CRS) 46.7 
—0.1 9.3 20.7 ОЗ et SRS 39.2 39.3 
—0.1 — 10.1 24.0 4.9 31.5 29.3 41.0 40.4 
—0.1 10.6 24.6 4.8 31.5 29.5 40.3 39.8 
—0.2 11.1 26.4 6.2 31.0 22.4 38.9 40.8 
Change in Effect on growth rate of total exports, 
growth rate in 1966, compared with 1965, 
of total of change in exports to: 
exports 
in 1966 Western Franceand АП three 
compared Germany Ttaly markets 
with 1965 
Per cent Per cent Per cent Per cent 
ATISti ae cee aes os ete —5.7 —4.0 - 1.1 —2.9 
Belgium-Luxembourg . . —7.3 —4.4 +0.9 —3.5 
ела 27°. —3.8 —4.1 +1.4 —2.7 
И р б оао —5.0 —0.1 +1.1 +1.0 
Frances 5 tates tsi sot is > —3.3 —2.6 -1.3а —1,3 
Western Germany +2.1 — +3.2 +3.2 
ТЕ У Ре —9.0 —5.4 +1.25 —4,2 
Netherlands 20. 1 9s —4.5 —3.1 +0.3 —2.8 
INSTAR an Cortera Cee —3.5 +1.9 +0.6 +2.5 
WECM fas: oe oc —0.8 —2.0 +1.7 —0.3 
Switzerland тие. —0.8 —3.4 +2.3 —1.1 
United Kingdom .. —0.4 —0.7 - 1.5 +0.8 


Source: Table 12. The figures represent the change between the full years 1965 
and 1966 in the percentage rates of increase in exports. 


а Italy only. 
4 France only. 
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TABLE 13 


Contribution of exports to the overall increment of final expenditure and of imports to total resources, 1964 to 1966 
Percentage share: annual total increase in final expenditure = 100 «а 


Country 1964 1965 1966 Country 1964 1965 1966 | 
рые ХР ОВ 101 94 30. 3 
Austria ; Exports 25 32 15 Ца we iene eaters ы : 
Imports 31 51 47 Imports 51 3 31 
53 ЗВ 
inns ee ee Exports 42 54 40 Netherlands ...... Exports 37 
ох ее 37 48 55 Imports 50 43 52 
48 31 39 
Bree ae Е Exports 21 44 38 Norwayil= see ie & Exports 
es Imports 50 41 42 Imports 38 43 44 
ЕАО sizes? Sus See а Exports 12 12 50 Sweden о са eho lane Exports 28 16 35 
Imports 40 18 5 Imports 26 44 20 
i 73 50 
Brancem aero. sce Exports 15 44 25 Switzerland >t <2." <3 Exports 26 
Imports 24 15 31 Imports 40 27 44 
WesternGermany. . . . Exports 27 20 82 United Kingdom Exports 10 38 31 
Imports 29 44 18 Imports 25 9 44 


ee 


Sources: As for Table 1. 
a Exports and imports include goods and services. Data are at constant prices. 
b Gross-gross concept. 


slow growth in final demand originated in the increase 
in exports (against 20 per cent of the faster growth in 
1965) and under 20 per cent of increased resources came 
from imports (over 40 per cent in 1965). By contrast, 
in Italy, where exports had been the main stimulus to 


growth in 1965, they contributed relatively little to the 
faster expansion of 1966; but imports accounted for 
much more of the addition to resources. A similar, but 
more moderate, change occurred in France. Thus the 
contribution of foreign trade to growth — taking im- 
ports and exports together — was strongly positive in 
western Germany in 1966, but effectively neutral in Italy 
and France. 


5. PUBLIC FINANCE 


Attention has already been directed in section 1 of 
this chapter to current developments in budget policy 
in several countries, and in section 2 to the effects on 
household incomes and expenditure of changes in taxes 
and social benefits. The overall effect of public finance, 
in the broadest sense, can best be gauged within a com- 
prehensive national accounting framework; this takes 
into account not only the operations of Central Govern- 
ment but also those of provincial and local authorities 
and of social security institutions. Although the Central 
Government’s budget may be regarded as the key 
element in economic strategy, yet by itself it can often 
give an incomplete impression of the total incidence of 
public finance on the economy. 


Unfortunately, up-to-date statistics about total General 
Government ™ receipts and expenditure are not published 
in all countries, and only a few countries translate their 
budgets, or budget proposals, for the year to come into 
the classification of national accounts (which would 
often involve, it is true, difficult estimates of the future 
receipts and expenditure of local authorities). Such 


11 The consolidated transactions of the Central Government, of 
financial and local authorities, and of social insurance institutions, 
are described in national accounting as the transactions of “ General 
Government ^. They exclude the operations of public corporations. 


figures as are available for the industrial countries of 
western Europe are collected in Table 14, where, to give 
perspective, the various categories of General Govern- 
ment income and expenditure, both on current and 
capital account, are expressed as proportions of the 
gross national product. For each country the net balance 
of financial transactions by all government authorities 
is shown. It must be observed that a net surplus, repre- 
senting loans or capital grants by government authorities 
to the rest of the economy (or retirement of debt), by 
no means precludes extensive simultaneous borrowing by 
parts of the government sector. If, for example, social 
insurance funds are accumulating large surpluses (as in 
Sweden) for future pension obligations, or if local 
authorities are accustomed to borrow through different 
channels from the Central Government, or if public 
authorities fund their debt through replacing short-term 
by long-term obligations, the net surplus is not necessarily 
a good index of the incidence of public finance on that 
part of the market for long-term capital to which industry 
looks for external finance for investment. But significant 
changes in the relative net surplus (or deficit) should 
normally indicate an important change in the conjunc- 
tural effects of public finance. 


These data on the transactions of General Government 
can be supplemented by more up-to-date information of 
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_ Financialbalance .. 0.8 1.6 AeS eee 0.2. 
Western Germany 
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Transfers 140 140 144 14.7 
Consumption А-а. 
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Sources: 1963-1965: Replies to United Nations Questionnaires on National 
unts, and Switzerland, OECD, Annual Review, December 1966. Preliminary 
results for 1966 and forecasts for 1967 have been estimated on the basis of infor- 
mation contained in the following publications: 
Denmark: Economic Survey, 1966. 
Finland: Economic Survey, 1966. 
France: Statistiques et études financiéres, No. 215, November 1966. Е 
Western Germany: Wirtschaft und Statistik, No. 1, January 1967 and “ Expansion 
_ апа Stability ”, Economic Survey 1966/67 (Jahresgutachten), Council of Economic 
_ Experts, November 1966. — 
Netherlands: Centraal economisch plan, 1967. 
Norway: Economic Survey, 1966. 
Sweden: Finansplanen, 1967. 
United Kingdom: Monthly Digest of Statistics, January 1967. 
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Consumptionica-ascaqs elope per yi 

Investments .... 4.2 4.3 4.1 4.3 ae 
Financialbalance . . aA 2.0 1.4 1.3 oe 


Sweden 
Receipts’). >... 38.7 39.3 - 42.2 44.3. 46:3 
Payments: 
ПО АЕ о fe cae 11.1 3 12.2 12-67 126 
Consumption ... 18.8" 186 193 20-207 


Investments ..... 3.8 4.0 4.3 4.2 4.2 
Financial ба1апсе .. 5.0 5.4 6.4 7.4 8.8 


Switzerland . 
Receipts 23.2... 223.8 2231 ; 
Payments: 
ST PANSIORS . a's ads 6.4 7.4 7.3 
Consumption at 9 119 =A: 
Investments@ ... 5.4 5.9 5:7 
Financial balance —0.5 —1.4 —1.6 г 
United Kingdom 
Receipts 3.00: 30:44 +304 295322) - 3395 
Payments: 
Transtetsr 7 -t8 Зою 13.0 13.0 


Consumption fF; 16.3012 17:2 : 
Investments .... 2.1 2.3 aS 2.2 а 
Financial balance —0.9 0.1 tel 


Nore. — The table is based on national accounts figures. Receipts include 
(1) direct taxes on households and corporations, (2) social security contributions, 
(3) indirect taxes, (4) income from property and entrepreneurship, (5) net transfers 
from or to abroad. Transfers include (1) social security benefits and other current 
transfers net, (2) interest on public debt, (3) subsidies. Consumption equals current 
expenditure on goods and services other than investments. Investments equal gross 
fixed capital formation excluding changes in stocks and investments by government 
enterprises, which are not stated for several countries. Borrowing and lending 
transactions are entirely excluded. 


а Public construction. 


| in Sweden ‘where it derives from the i increasing accumu- 


Changes in Central Government receipts and expenditures 


Percentage increase over previous fiscal year 


Country 


Austria 


весе. Gide) tes os СЕ. 
Та ПА еее ct А eee 
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_ Austria: Monatsberich des Oesterreichischen I Institutes fiir Wirts 


for 1965, May 1966; for 1% 1966 and 1967, eee 1966 
Belgium: Bulletin d mation % Documentation, Banque Na 
> He Sige se а. а, 
& <. +. 4. 


1967. ме Ат 


ПР“ 


Bacio: Tad С tion excluded. свой 
France: For 1965, Statistiques et études financiéres, June 1966; for 1966 oat 1967, 
Hit, Nome anes No. 31-32, August 1966. . Ух 
Ita оп Сопот о о. 31- дис 
м Germany: о Contingency budget for 1967 included. 
Netherlands: ИЯ 1 6. Ordinary and extraordinary Budgets, 
including debt repayment aa oom 3 per "eae of total expenditures in 1966). — 
Norway: National Budget 1967, St. meld. nr. 1, 1967/68. 
Sweden: Budget proposal 1967, Annex 1: Finansplanen, Proposed tax increase 
1966 and 1967 included. 
Switzerland: Message du Conseil fédéral a 1 Ascuie fédérale concernant le 
Budget de la Confédération suisse pour l’année 196 
United Kingdom: Financial Statement rotons 3 May 1966; 1967/68 Expenditure 
estimate: DEA Progress Report, February 19 


а Or 1966/67. в. 
5 Or 1967/68. 


lation of funds in the insurance schemes.) The countries — 
where General Government transactions have regularly 
resulted in a deficit (net borrowing) in recent years are 
Belgium, the Netherlands, Switzerland and the United 
Kingdom (until 1965). 


A fairly universal tendency can be observed for overall _ 
government expenditure to rise rather faster over the 
last three years than national product. In Denmark, 
Finland, and Norway, this is chiefly because of the 
relatively fast increases in current expenditure on goods _ 
and services; in Belgium, France and the Netherlands, _ 
the main reason is increases in transfer payments (mainly 
social security benefits); in Italy and Sweden, both 
categories of expenditure were responsible. This general о 
tendency towards a rising proportion of public expendi- 
ture applies to all the countries in Table 14 except 
Austria, western Germany, Switzerland and the United | 
Kingdom; in each of these four countries — except - 
possibly Switzerland — budget proposals for 1967 seem о 
to indicate greater increases, at least in Central Govern- 
ment expenditure, than the rather low rates of expansion 
now forecast for national product. 


Total General Government receipts have, on the whole, 
kept in balance with expenditures over the three or four 
years shown in the table, either because of the natural 


102 ‘These funds have hitherto been largely invested in government 
and: local authority securities and in housing finance. It is now 


proposed that they should be used to a greater extent for loans to 
the private sector. 


= in tax yields as incomes rise, or — perhaps more 

ften — because of increases in tax rates. The major 
запрез have been: the increases in surpluses (or reduc- 
ions in deficit) in Denmark (1966), in France (1964), in 
sweden (continuously), and in the United Kingdom 
continuously, but especially in 1965 and 1966). These 
changes represent, at first sight, a contractionary influence 
of public finance on the economy. But their effects may 
well depend on the way in which surpluses are used: 
‘ог example, if a surplus is created in order to finance 
nvestment in the private sector, the net effect need not 
›е contractionary; similarly, a reduced deficit may lessen 
he weight of government borrowing on the capital 
market and may, through adding to the funds available 
and influencing interest rates, prove a stimulus to private 
investment (assuming always that the desire to invest is 
present). 


- On the other hand, an expansionary influence, by this 
simple test, can be attributed to the increased deficits 
‘or reduced surpluses) in France (1966), western Germany 
in 1966), Italy (1965 and, according to budget figures, 
1966), the Netherlands (1966) and Switzerland 
(continuously). 


Forecasts for 1967 on this comprehensive basis are 
available only for France, where they indicate no change 
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in the overall influence of public finance; for the Nether- 
lands, where they indicate a distinct contractionary 
influence through the disappearance of the overall 
deficit; and for Sweden, where the surplus continues to 
grow. The Central Government budgets (Table 15), how- 
ever, provide some indication of the impact of budgetary 
policy. Very broadly, the expansionary budgets (where 
expenditure increases significantly exceed revenue in- 
creases) are those for Denmark, western Germany and 
[а]у.103. By contrast the Central Government budgets 
suggest on balance a deflationary influence in Belgium. 
In Belgium, the major reason for a strict budget appears 
to be the financial problem created by Government 
borrowing and it may counteract the policy objective of 
promoting the re-expansion of the economy. In Finland, 
the Netherlands and Sweden, the clear intention of the 
1967 budgets is to keep the rate of expansion of demand 
under control. 


103 For Italy these are budget proposals before the floods; since 
then, proposals for increased taxes (and reversion of a part of social 
security contributions from the state to employers) suggest on 
balance a less expansionary effect in spite of increased expenditure 
for repair of flood damage. In Switzerland, also, federal tax receipts 
are expected to fall, while expenditure (mainly public investment) 
is also to be curtailed. But the reduction in tax receipts is partly 
because of the normal two-year cycle in Defence Tax receipts. 


6. EMPLOYMENT COSTS AND PRICES 


(a) Employment and unemployment 


All the evidence suggests a marked relaxation of 
tensions on the labour market in 1966. In most countries, 
unemployment has been rising and unfilled vacancies 
falling. The outstanding exception among industrial 
countries is Norway, where increasing labour shortage 
sets a limit to output growth. 


In most countries for which data are available, em- 
ployment rose in 1966 substantially less than in 1965 
(Table 16). In the United Kingdom, the total employed 
labour force changed insignificantly in 1966, after 
increases of the order of 250,000 to 300,000 (or 1 to 
1.2 per cent) in the two previous years. In western 
Germany employment declined for the first time in the 
postwar years; the decline — about 150,000 — was al- 
most as big as the rise in 1965. These figures relate to 
mid-years and the annual averages respectively and thus 
do not fully reflect the further deterioration of the 
employment situation in the latter months of 1966. By 
the end of 1966, unemployment had increased by about 
150,000 in western Germany ™ and by about 130,000 in 
the United Kingdom. 

Meanwhile, in the two major countries where output 
growth was accelerating in 1966, France and Italy, there 
was at this stage of the upturn no substantial increase 
in demand for labour. In France, total employment did 
not increase in 1966 as a whole, in spite of the 5 per cent 
rise in national product, and there was even an increase 


104 Tonoring the very high figures in December 1966 (and early 
1967) for which special factors may be responsible. 


of 30,000 in the number of applicants for work. In Italy, 
where output also rose 54 per cent, total employment 
actually fell by 300,000 although — for reasons to be 
given below — recorded unemployment hardly increased. 
In several other countries, as shown in Table 17, there 
were increases in unemployment, Austria and Norway 
being the principal exceptions. By the end of 1966 it 
appears that recorded unemployment in all the indus- 
trialized western European countries taken together may 
have been 300,000-350,000 greater than a year before; 
more than three-quarters of this increase is accounted for 
by western Germany and the United Kingdom. 


The easier labour market is also reflected in the 
relationship between unfilled vacancies and unemploy- 
ment (Table 17). In the United Kingdom the ratio of 
unfilled vacancies to each 100 persons unemployed fell 
to 68 at the end of 1966, the lowest level at this period 
in the last three years (although still above the level of 
47 reached at the end of 1963). In western Germany 
unfilled vacancies per 100 unemployed fell sharply from 
454 in the last quarter of 1965 to 137 in the last quarter 
of 1966, the lowest level for the last six years. 

Working hours also tended to fall, except in France 
and Italy where additional labour input has taken the 
form of increased overtime (much more in Italy than in 
France). 

In the following paragraphs, a more detailed analysis 
is made of the patterns of change in the labour market 


105 This estimate is necessarily very rough. Unemployment 
figures are far from strictly comparable between countries. 
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Sources: National statistics. 


Note. — Column A shows the increase in the employed labour force in 
expanding sectors. Column B provides a breakdown in the various sources of supply 
of manpower: the decrease in the number employed in other sectors, the decrease 


in western Germany and the United Kingdom, where 
output growth has been slack; and in Italy and France, 
where output growth has been accelerating. 


Adaptation patterns in the labour force in conditions of 
weak demand: western Germany and the United Kingdom 


In western Germany, 1965 was a year of high em- 
ployment. Employment in industry was almost 160,000 
higher than in the previous year, and in construction 
remained practically stable. Unemployment fell to 
147,000 on average for the year and unfilled vacancies 
reached a peak more than five times as great. 


The rise in employment and the deline in unemploy- 
ment continued — at a slower pace — in the first months 
of 1966. But by the spring the first signs of weakening 


appeared. The progressive worsening of the employment 
situation is shown in Table 18. 


In only a few branches (food, chemicals, public utili- 
ties) did employment continue to rise throughout 1966, 
and in these the rate of growth diminished during the 
year. Almost all other branches contributed to the fall 
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in unemployment and the increase in the labour force. Figures are annual averages 
for all countries, except for the United Kingdom, where they refer to June. 


а Excluding Northern Ireland. 


in employment. In coal mining, the decline in employ- 
ment was at first in line with the 4 to 6 per cent per year 
which has been normal, but the rate of decline reached 
12 per cent towards the end of the year. The metal and 
metal-using industries have felt the general decline in 
employment with a considerable delay. 


Trends in the labour market in the United Kingdom 
present a number of similarities with western Germany 
(see Table 19). The rate, and speed, of the reaction of 
employment to the slowing down of output, in industry, 
was very similar in the two countries — although perhaps 
somewhat more immediate, and more rapid, in western 
Сегтапу.106 


18 А study of the lagged reaction of employment to output, in 
manufacturing, over the period 1952-1964 for the western European 
countries, shows a very similar short-term reaction of employment 
to output in western Germany and the United Kingdom, in spite 
of the heavier unemployment in western Germany during most of 
that period. F. R. P. Brechling and P. O’Brien, “ Short run employ- 
ment functions in manufacturing industries ” (expected to be 
published in the Review of Economics and Statistics in 1967). 
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Пасат ее sing) ег 255 328 219 Heyl. 6350 495 231 У 237 327 131 
United настя $ 
WJnbmployed....... . . . 449.8 361.0 337.2 340.7 | 3561 2987 2988 314.5 | 3246 274.5 2974 426.9 
: Vacancies. ...+...+... 58 93 106 93 93 142 141 114 116 160 136 62 
` Greece 
ООО ее 74.7 68.4 55.4 60.7 | 80.0 65.6 50.6 60.1 738 1627 53.7 57.04 
° Spain 
a aemployed ..... COR. i. 117.8 115.8 128.9 156.0 | 171.2 136.1 132.1 148.9 | 149.5 113.8 1064 121.2¢ 
| Sources: National statistics. ¢ Excluding Northern Ireland. 
_ a Unemployment figures refer to applicants for work, excluding repatriates. 4 October. 
_b Figures refer to January, April, July and October. е October-November. 
Industry and construction was small in relation to the fall in employment in indus- 
Percentage change from previous year try. There are several reasons for this. 
и а Average In western Germany, the potential domestic aaa of 
ployment ШРИ 0 labour (the domestic population of working-age) has 
fee. fh seek Seepage 16 г eee been declining continuously in recent years. Until 1965 
: Z я the decrease in the domestic labour force was offset 
United Kingdom .. . 0.7 2.9 —1.3 : ВВ Е. If of th 
1966 SE, а 08 _03 by recruitment of foreign labour; in the first half of the 
United Kinsdom. . 7-05 0.8 1.4 1960s, the foreign labour force in western Germany rose 
4th quarter WesternGermany. .. —3.1 —0.8 A194 by 180,000 a year on average. The annual net intake 
19662 UnitedKingdom . —1.8 —1.7 —2) reached a peak in 1965 — an increase of 230,000 (between 


a Compared with 4th quarter 1965. 


In both countries, a decline in hours worked occurred 
in addition to the fall in employment. Tables 18 and 19 
show that in both countries the increase in unemployment 


September 1964 and September 1965). In 1966, the 
falling domestic supply of labour was no longer offset 
by immigrants; from September 1965 to September 1966 
the total number of foreign workers increased by less 
than 100,000. It is also significant that the number of 
foreign workers for the first time fell slightly from June 


_ 426 


} к Е 
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| ‚о oats 
to September 1966, departing from the seasonal trend in = A third factor — соттоп to western Germany and | 
previous years. the United Kingdom — may help to explain why the 


Secondly, it is also possible that slackening demand decline in industrial employment was not accompanied — 
for labour provoked a slowing down of the long-term by a corresponding rise in unemployment. Part of the 
shift from self-employment into wage- and salary-earning, manpower released by industry and construction has 
although there is no up-to-date statistical evidence. probably been absorbed in the service sector. This 


TABLE 19 
Production, unemployment and employment in the United Kingdom @ in 1966 


Changes from the corresponding period of 1965 
——Щ—МЬ SC ee 


Unemployment Total employment В 
Patios Анна Industry and construction 
Industrial Wholly Temporarily agricultural of which: 
production unemployed stopped ¢ sectors d Total 
Metals and 
metal-using Construction 
ESI Construction 
(per cent) (thousands ) 
1966;.lstquarter’. >... ... 1.8 —31 —6 177 22, 50 9 
2nd quarter)... . 7 —25 —1 _130 12 32 19 
Srdiquarter,.. сы 1.6 —2 —3 “i —63 3 —18 
October S70: +. —1.4 66 54 а —157 —36 —45 
Novembers.-.0chn « —2.1 124 97 —226 —78 —47 
December ..... —1.5 148 84 —252 —106 —25 
i ites ани . 
Total, 1965 (thousands) 317 12 23 163 LT S77 4567 1657 


Sources; Monthly Digest of Statistics and Ministry of Labour Gazette, various ¢ Persons “ temporarily stopped ” are assumed to remain оп, — employers’ pay 
issues. rolls and thus to be included in the numbers “ employed 


а Excluding Northern Ireland. dE 
nd of quarters. Total fi em 
b Changes in the number of wage- and salary-earners. auc = ers. Total for 1965 is the average for March, oS September and 


eee eee 


| 
р 
4 
| 


TABLE 20 


Changes in the labour force in the United Kingdom,” 1960 to 1966 


| | Changes from June of the previous year, in thousands 


June 1961 June 1962 June 1963 June 1964 June 1965 June 1966 
Employed in: 
PAOTICOIDUTCS eee es, аль se —30 —24 —13 —27 —42 —20 
Industry andconstruction . . . 162 —56 —127 175 130 5 
Services eT кор Че ee 205 279 171 141 167 145 
Total civilemployment ..... 337 199 31 289 255 130 
Wholly unemployed ...... —42 117 89 —144 —47 —17 
Naess FRE Sie Sone, —29 93 68 —106 —33 —7 
о Sek, . tare See. —13 25 20- —38 —14 —10 
Civilianlabourforce ...... 295 316 120 145 208 114 
(total labourforce.. |... > «.«c. 248 285 104 143 207 108 
ин Ок Oe A OY. 105 159 60 И 77 —45 
LEA OER TORII PRR Sie ea 145 125 44 126 130 152 


Source: Ministry of Labour Gazette, February 1967. 


happened in similar situations in the recent past. In 
western Germany employment in services has increased 
most when demand for labour in industry was weakest, 
and vice versa. This relatively small rise in the numbers 
employed in services in 1965 is clearly associated with 
the very strong demand for labour in industry and 
construction. In 1966, the release of labour from industry 
offered opportunities for employers in the services to fill 
the gaps in their own staffs. 


Wage- and salary-earners in western Germany: 1962 to 1966 


Changes, in thousands, from the previous year 


1962 1963 1964 1965 

NEW Teil анис eae aera —23 —13 —15 —12 
EISEN eet he Pie fl! —63 56 175 
onstruction» "С 27... $ 76 90 46 13 
ПЕР ЯТ 30. OLS. 186 182 143 116 
о ед ra ear reat Vat 290 196 230 292 


1966 
I II Ш Ти 
ое sic eye —8 —10 —14 —13 
И as dey es els 73 —8 —66 —233 
OStrUCtION .. . - s.+ + < 22 —17 —54 —73 
О ем ниее а ee nd es 111 102 77 59 
Ota sae са 5 vers 198 67 —57 —260 


Source: Deutsches Institut fiir Wirtschaftsforschung, Wochenbericht. 


In the United Kingdom, too, employment in services 
has been increasing very steadily in recent years, showing 
little sensitivity to the trade cycle; this confirms the 
familiar stabilizing effect of the expanding service 
sector.19? As shown by Table 20, employment in the 


107 See Economic Survey of Europe in 1963, Chapter II, page 21. 


а Excluding Northern Ireland. 


services sector has even tended to rise somewhat more 
than average in years of slackening demand for labour 
in industry and/or of big rises in the working-age popu- 
lation (as in 1961 and 1962). This suggests (as in western 
Germany) a permanent pressure of demand for labour 
in the services which can be satisfied only when labour 
demand in industry is relatively weak or when the labour 
supply is large. It may also mean that, in periods of 
slackness, a number of people find casual jobs in the 
services: the service sector may thus act as a shock- 
absorber, possibly implying a certain degree of under- 
employment. 


A fourth way in which adaptation to changing demand 
occurs is also shown by Table 20. The separate figures 
of changes in unemployment and total labour force for 
men and women show for the United Kingdom how, 
for women, weak demand for labour is reflected in 
a comparatively small increase in the numbers of women 
unemployed (bearing in mind that women are over 
one-third of the labour force). The number of women 
seeking work, including those registering as unem- 
ployed if they fail to find it, responds in the short 
period to the total demand for labour. If there is a 
long-term trend for the activity rates for women to rise, 
it can be interrupted by the short-term variations in 
demand. These short-term fluctuations, while influencing 
both men and women in the youngest and oldest age- 
groups, in the central age-groups affect especially 
women. 


It is impossible at present to trace the full story of 
labour market developments during 1966 in the United 
Kingdom, since there are no statistics for non-industrial 
employment after mid-year. The curious feature of the 
full statistics for the year ending June 1966 is the decline 


108 See Economic Survey of Europe in 1962, Part 1, Chapter II, 
page 23. 


self-employed .......- 
wage- and salary-earners . . . - —130 2: 
(©. Services... =... ais 268 32 300 
self-employed a ea 121 23. 144 
wage-and salary-earners . . « - 147 9 (156 
@M=@+0+0 
_Totalemployed4~—<*. 4 —336 —295 
self-employed .......-. 109 —109 — 
wage- and salary-earners . . —68 —227 —295 
(eynWinemployeds= вен 107 26 133 
илов eae, ee 99 18 117 
in search ofafirstjob ..... 8 8 16 
= @+(@) 
Total labour forces). о. 148 —310 —162 


cee ЕТ 
~~ SA 22 
8 7: 
—146 - aga 0 | 
he 198 601.250 aE 
-9 37 IA ine ИР 
13 62. 4 —62 —18. 
мифам ЧО —57 3005 
32 96 64 —60 —264 —324 
—159  —32 —-191 3 —36 —33 
98 45 143 12 ЕЕ 
73 20 93 —30 О ase 
25 a) 50 42 5 47 
—93 109 16 —45 304 —349 


Source: ISTAT, Rilevazione nazionale delle forze di lavoro, October issues of 1964, 1965 and 1966. 


(of nearly 50,000) in the total male labour force which 
does not appear to have been expected in the light of 
demographic changes (although demographic and educa- 
tional reasons, and possibly some net losses from migra- 
tion, may account for part of it. 


From December 1965 to December 1966, industrial 
employment was reduced by some 250,000 (about equal 
proportionate reductions for men and women), while un- 
employment rose by only 150,000 (of which 125,000 men). 
What is uncertain is whether the difference is accounted 
for by a continued rise of employment in the services 
or by a further withdrawal of men, or women, from the 
total labour force. 


Adaptation patterns of the labour market in cyclical 
upswing: Italy and France 


The years of “economic miracle” in Italy (roughly 
located between 1959 and 1963) were characterized by 


19 See Ministry of Labour Gazette, February 1967. The male 
labour force under 18 declined, between June 1965 and June 1966, 
by about 50,000 mainly because the postwar baby-boom passed 
out of this age group; but the number of 18-year olds and above 
rose by only about 10,000. Earlier forecasts of working population 
indicated a much higher level of the male labour force for mid-1966 
(Ministry of Labour Gazette, November 1966). It appears that in 
1966 there has been some reduction in male activity rates. One 
reason seems to be a larger than usual outflow from coal mining 
(as in western Germany) and the railways; the decline in these 
industries may have resulted in earlier retirements from activity 
rather than in additional supplies of labour for more promising 
employment. 


the following features :"° substantial outflows of workers 
from rural to urban occupations; a large increase of 
employment in industry and construction; a relatively 
small rise of employment in the services sector; a steady 
fall in unemployment; total net emigration at the rate 
of about 135,000 a year with a clearly declining trend ти 
and, finally, a considerable decline in the estimated total 
labour force (in 1962 and 1963 of the order of 300- 
400,000 per year) in spite of the substantial increase in 
the population of working age. That decline in the labour 
force took the form of a reduction in activity rates due 
essentially to the process of urbanization: with the 
transfer from country to town, many people — especially 
women and young people — who before were formally 
included in the active population (although in reality 
largely under-employed) became statistically “ non- 
active”. There was also an important shift from self- 
employment (usually in precarious and marginal activities 
in all sectors) towards employee status. This represented 
a better utilization of the labour force and was an impor- 
tant factor raising productivity. 


The process was temporarily interrupted in 1964 and 
1965, because of the cyclical downswing. The strong 


19 See Economic Survey of Europe in 1964, Chapter II, page 31. 

‘1 This resulted from an average emigration of 337,000 and a 
repatriation of 200,000 a year. Net emigration, still increasing in 
1960, started to decline in 1961. From the 1960 peak, of more than 
190,000, it fell to 56,000 in 1963 (of which 38,000 active). See 
ISTAT, Annuario di statistiche del lavoro e dell’emigrazione, 1965. 


_ decline of employment in industry and construction 
‘provoked, of course, a rise in unemployment after 


several years of steady decline (Table 21). But the 
employment situation did not deteriorate as much as 
might have been feared, because the labour market 
reacted “ defensively ” in the following ways: the outflow 


from agriculture slowed down (from about 600,000 in 


1963 to some 400,000 in 1964), coming almost to a 
standstill in 1965," employment in the services grew 
impressively in 1964 and continued to grow in 1965, 
especially of women; self-employment in industry and 
in the services grew considerably; net emigration increa- 
sed, especially in 1965;4° and, finally, a number of people 
(especially women) who were released by industry no 
longer sought employment and disappeared from the 
labour force as statistically recorded. These movements 
prevented a more violent increase in recorded unemploy- 


‚ ment in 1964 and 1965, but must have been associated 


with a serious increase in “ concealed unemployment ”, 
reflected in a setback to productivity gains in the economy 
as a whole. 


It is noticeable that employment in construction was 
affected only after a marked delay: 


Changes from October of the previous year 


In thousands 
October October October 
1964 1965 1966 
Wage- and salary-earners 
employed: 
о et Ss —206 —96 94 
Building and construction . —33 —129 —46 
а и —239 —225 48 


Source: As for Table 21. 


In 1966, the revival year, these movements were in 
part reversed (see Table 21). The outflow from agri- 
culture started again (especially among women). Employ- 
ment of women in the services and in handicrafts declined. 
Self-employment in industry began to fall again and in 
the services stopped rising. The number of wage- and 
salary-earners in industry and construction together 
grew by less than 50,000. But this (as the figures above 
show) was the result of an increase of 94,000 in industry 
and a decline of 46,000 in construction, which is still 
suffering from a serious setback. Unemployment has 
finally stopped rising. Adult unemployment has in fact 
declined moderately, but the labour market has been 


2 Tt is significant that in 1965 the migratory balance of the large 
towns in the northern “ industrial triangle ” became negative. 

118 Net emigration rose only, from 56,000 in 1963, to 68,000 in 
1964 (of which 44,000 active). For 1965 comprehensive data on net 
emigration are not available. However, there is reason to believe 
that net emigration roughly doubled in 1965, this being largely 
accounted for by higher emigration to western Germany. In fact, 
total (gross) emigration rose from 260,000 in 1964 to 310,000 in 
1965 (of which probably 250,000 to 270,000 active). On the hypo- 
thesis of repatriations at the same rate as in 1964 (about 190,000) 
or slightly lower, net emigration should have been over 120,000 (of 
which some 80,000 to 100,000 active). The number of Italian 
workers in western Germany rose in 1965, by 76,000, and in Switzer- 
land slightly declined. And in other labour receiving countries, it 
did not change appreciably. 
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incapable of absorbing the newcomers, and unemploy- 
ment among young people has increased at the same 
rate as in 1965. The number of “ under-employed ”, which 
was 450,000 in October 1964 and almost 350,000 in 
October 1965, fell to less than 200,000 in October 1966.14 
A falling volume of net emigration may also have been 
important. Although comprehensive figures are not 
available, the net inflow of Italians into western Germany 
and Switzerland — which had been 66,000 in 1965 — 
was only about 20,000 in 1966.11 (see text table below). 


The increase in employment in industry appears, 
nevertheless, very modest when compared with its 
growth up to 1963. In spite of the reductions in employ- 
ment in 1964 and 1965 (when more than 450,000 wage- 
and salary-earners lost jobs in industry), it appears that 
margins of unused labour capacity were still present in 
most firms; and that employers — aided by the stimulus 
of higher labour costs — have concentrated on increasing 
productivity. Undoubtedly, in this first phase of revival, 
the labour productivity of the whole economic system 
in Italy has considerably improved. 


In France, developments in the labour market in 1966 
were in many respects similar to those in Italy. Industrial 
employment, after the 1965 slackening, increased modestly 
(the increase being mainly concentrated in the second 
half of the year). Employment in services seems to have 
grown somewhat less than in 1965, and in any case 
much less than in 1964. The rise of employment in 
construction has been extremely small. At the same time 
unemployment continued to increase. 


The slow growth of industrial employment can be 
partly explained, as in Italy, by the tendency in the early 
stages of an upturn to use the labour force more inten- 
sively. At the same time, average hours worked have 
risen (although modestly); short-time has fallen, and 
overtime working increased. This is a normal reaction 
(at least in the first, still uncertain, phase of revival) on 
the part of employers who have learned from recent 
experience how inflexible the payroll can be when 
demand slackens. Nevertheless, the figures of unfilled 
vacancies do suggest some increase in demand for labour, 
although a small one, during 1966 (Table 17). 


Certain persisting occupational and geographical rigidi- 
ties in the French labour market can be illustrated by 
analysis of the records of unemployment and vacancies. 
A large proportion of applicants for work are concen- 
trated on a few occupational groups for which vacancies 
are lacking. For example, in September 1966, as many 
as 41 per cent of the total number of applicants were in 
two occupational groups (labourers and office workers) 
and 23 per cent were looking for a job in various service 
occupations. In these three occupational groups, the 


114 In the sample survey on the Italian labour force, people who 
have worked less than 33 hours (because of lack of economic 
opportunities), in the week of reference of the survey, are considered 
as “ under-employed ”. 

115 So that the balance-sheet of Italian net emigration in the 
period 1959-1966 can be summarized as follows: 

1959-1963: net emigration strong but declining; 

1964-1965: net emigration rising; 

1966: net emigration declining. 
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ratio of unfilled vacancies to 100 applicants for work 
was as low as 17. Only 19 per cent of the total number 
of applicants were seeking industrial work. For textiles 
and metal workers only, unfilled vacancies had increased 
by almost 50 per cent from September 1965 to Septem- 
ber 1966; for these two occupational groups, the ratio 
of unfilled vacancies to 100 applicants was the highest 
(85). Moreover, a recent survey shows that at the end 
of October 1966 about half of the total number of 
applicants for work were concentrated in only 14 dépar- 
tements (out of 95).116 In these 14 départements (which 
contain about one-third of the total number of wage- 
and salary-earners), the ratio of unfilled vacancies to 
100 unemployed was less than 6, against a national 
average, at the time of that survey, of about 25. 


Developments in labour migration 


The year 1966 was characterized by a marked slowing 
down in intra-European labour migration. 

In Switzerland, the restrictions imposed by the Govern- 
ment on the total number of foreign workers were again 
intensified. But the decline, which was about 6 per cent 
between August 1964 and August 1965, was only some 
4 per cent between the same months of 1965 and 1966. 
The restrictions did not in fact involve extensive dis- 
missals of workers, but a reduction in the number of 
permits granted to new immigrants; a considerable 
number of foreign workers left the country but many 
fewer than in 1965 (see table below). The number of 
new permits granted fell from 137,000 in the period 
August 1964 and August 1965 to 94,000 between August 
1965 and August 1966. In Belgium also, where the 
demand for labour weakened, a reduction in the number 
of foreign workers was easily achieved through a reduc- 
tion in new recruitments as the turnover is normally 
high. 

The total number of foreign workers in western 
Germany increased between September 1965 and Septem- 
ber 1966, but only by 97,000, as against 230,000 in the 
previous corresponding twelve months. The number of 
new permits granted fell from 525,000 in 1965 to 425,000 
in 1966. 


It is interesting to note that in Switzerland the reduction 
in the total number of immigrant (non-seasonal) workers 
did not affect Italians and Spaniards (for which arrivals 
and departures were balanced). 


In Sweden, the rise in the total number of foreign 
workers between September 1965 and September 1966, 
of the order of 20,000, is apparently greater than in the 
previous year. But the size of the inflow may be somewhat 
exaggerated because a number of irregular immigrants 
(especially Yugoslavs) who had been put into “ camps ” 
on their arrival in 1965 regularized their juridical position 
in 1966. The recorded rise of about 7,000 in the number 
of Yugoslavs in 1966 appears in fact abnormally high. 


"6 See Statistiques du travail et de la sécurité sociale, November 
1966. The 14 départements are the following: Alpes-Maritimes 
Aude, Bouches-du-Rhéne, Finistére, Gard, Haute-Garonne, 
Gironde, Hérault, Ile-et-Vilaine, Loire-Atlantique, Morbihan, 
Basses-Pyrénées, Seine and Var, : 


Arrivals and departures of immigrant workers in western Germany 
and Switzerland in 1965 and 1966— rou 


Thousands 
1965 1966 
WESTERN GERMANY 
Total number of foreign workers in 
September: Samed) ate 2. 1,216.8 1,313.5 
Number ofarrivals ........ 524.9 424.8 
hich 
ered Sis ЕР ОЕ 204.3 165.5 
KS TAATLE Ia SE es et I ae 65.1 38.6 
Greeks 72S. tales aa eo чем 61.8 39.7 
ТИК ot) к паре а 59.8 43.5 
Number of departures ....... 293.7 328.1 
hich: 
re facia et . сад СЗЗ 128.1 146.5 
Spaniards toe) РАКЕ 9 РОН teats 33.4 26.8 
а eee Pets, дея 29.4 48.7 
Purks TSG Os a) TAGE alae se Sota 12.2 15:3 
SWITZERLAND 
Total number of non-seasonal workers in 
АВЕО ab ees 446.5 426.0 
Numberofarrivals <a. ceaaaeee 136.9 93.6 
of which: 
апатала GR See! мА: 71.2 46.6 
Spaniards; G57... <a а <oe e 20.1 16.3 
Number of departures ....... 155.8 104.1 
of which: 
Ttalians’ cw "sive, us. aia, олова aie CMe 81.3 46.3 
SPGHI GLASS ео а Manatee het ste 18.4 16.7 


Sources: Amtliche Nachrichten der Bundesanstalt fiir Arbeitsvermittlung und 
Arbeitslosenversicherung ; La Vie économique ; and data directly supplied by Office 
fédéral de Vindustrie, des arts et métiers et du travail. 


Norte. — Departures and arrivals have been calculated as indicated in Economic 
Survey of Europe in 1965, Part 1, Chapter II, page 79 (Note to Table 32). Officia 
figures for Switzerland have been slightly amended from 1965. 


In Norway, the number of immigrant workers has been 
fairly stable, or even falling, since 1963. This is, perhaps, 
due to the large share of immigrants from other Northern 
countries who tend to disappear from migration statistics 
as soon as they are granted Norwegian nationality. 


Perhaps the only country where immigration has 
speeded up in 1966 is the Netherlands. The number of 
foreign workers rose by 20 per cent, from 63,000 in 
December 1965 to 75,000 in December 1966 (of which 
45,000 come from the Mediterranean area, excluding 
Italy). The explanation appears to lie not so much in 
rising demand for labour but rather in a strongly reduced 
domestic labour supply (because the postwar baby- 
boom has now had its full effect on new entrants into 
the working population). 


The general slowing down in 1966 of inflows of foreign 
workers is no doubt to be associated with the cyclical 
reduction in demand for labour which has affected the 
main immigration countries. But, as pointed out in last 
year’s SURVEY, there may also be long-term trends at 
work: it was suggested there that the balance of advantage 
in extensive movements of migrant labour may be 
changing. A period of faster economic growth in the 
immigration countries should show whether this propo- 
sition is justified. 


~~ wg 


(b) The development of labour costs and prices 


There has been a general tendency for the rate of 


increase in hourly earnings to slow down in 1966 com- 


pared with the large increases in 1964 and 1965. Together 
with the reduced tensions in labour markets, this reflects 
the slackening in economic activity, but only with some 
delay. For example, the slowing down of pay increases 
in Italy during the recession in 1964 and 1965 was very 
gradual but continued in 1966 when output was advancing 


_ again. Similarly, in western Germany and the United 


Kingdom, 1965 had seen an acceleration of pay increases, 
although output growth (especially in the United King- 
dom) was already reduced; it was only in 1966, when 
output growth was very small in both countries, that the 
rate of pay increases was reduced. In Belgium and 
Denmark, the slackening in output growth has not yet 


_checked the increase in pay." The following table shows 
~ increases in wage-earnings in manufacturing industry 


(in the absence of up-to-date statistics of average pay for 
the whole economy in most countries): 


Increases in hourly wage-earnings in manufacturing (or total industry) 
(annual averages) 


Percentage change from previous year 


1963 1964 1965 1966 * 
АН ЕСТЬ 6.8 8.9 10.8 8.1 
Ве es) Bike wie: 8.4 10.8 9.7 9.8 
Denmarkiis wey оса 8.1 9.0 11.6 11.0 
аа синее". Ps 13.2 8.6 Te 
О и КЕ 8.5 6.8 5.9 6.0 
Western Germany’. ... 7.5 8.4 9.8 7.0 
аа Е о мае а 3.8 12.3 3.0 8.3 
ОЕ ee ея 16.8 11.1 7.5 3.0 
Netherlands? ...... 8.2 15.1 9.6 9.5¢ 
BNOOWAYS Перри 5.4 5.9 9.4 95 
Sweden:2(? Зе: 2. 8.6 6.4 10.5 ИТ 
Switzerland <heacr act - 8.3 7.9 7.3 7.0 
Linited.. Kingdom Нл. 4 3.9 7.8 9.3 1S 


Sources: National statistics. 
a Total industry. 


b The prevalence of two-year agreements in Ireland creates the alternation of high 
and low pay increases in earnings. 


с Annual, net hourly earnings, for all employed persons. 


Corresponding estimates of changes in labour inputs 
and of outputs per man hour, in manufacturing industry, 
are given in Table 22, for seven countries; and estimates 
of the total wage and salary bill, of output and of unit 
labour costs are given for the same countries in Table 23.118 
Unit labour costs in manufacturing rose considerably 
less in 1966 than in the year before in Austria, the 
Netherlands and the United Kingdom. The reason was 
the reduced rate of pay increases rather than any accele- 
ration of productivity, except in the Netherlands. In 
Italy, unit labour costs fell for the second year in 
succession. In France (which is not given in this table) 


117 More information about pay changes is given in the country- 
by-country review in section 1 of this chapter. 

18 Kor other countries, different estimates for 1966 show rather 
divergent results and they are omitted from the table. 
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there was probably no increase in unit labour costs in 
manufacturing. In western Germany unit labour costs 
continued to rise at the same rate as in 1965, because the 
rise in productivity slowed down. 


In most of the seven countries shown in Table 23, 
unit labour costs increased substantially more than the 
wholesale price indices for manufactured products. A 
comparison of the two series affords a very tentative 
guide to the probable trend of profit margins, if allowance 
is made for changes in costs other than wages and 
salaries (and for the incomplete coverage of some indices 
of prices of manufactures). So far as the data go, they 
suggest a marked pressure on profit margins in both 1965 
and 1966 in Austria and western Germany. But in Italy 
— where in both 1965 and 1966 unit labour costs appear 
to have fallen while prices continued to rise slightly — 
profit margins must have been increasing considerably. 


Producers’ prices for industrial products 
Percentage change from previous year 


1963 1964 1965 1966 
а et or coger и —1.6 5.3 3.9 1.9 
О fe oo. Serene 4.5 7.6 —0.6 3.1 
Western Germany. .... 0.5 пы 2.4 1.7 
Пак Fase) hs. cere 4.8 4.3 0.9 JES 
Netherlands) ие: = 2.1 5.6 2.6 5.3 
Могуа а. дл: 0.8 Del 3.1 3.1 
United Kingdom ..... 0.7 Doh 3.8 2.7 


Sources; National statistics. 


In the economy as a whole, unit labour costs have 
generally (but by no means always) tended to increase 
rather more than in manufacturing industry and to 
fluctuate rather less (Table 24). In the long term, this 
difference is due to the greater increases in productivity 
in manufacturing, while pay increases normally keep in 
step. The tendency for greater annual fluctuations in 
labour costs in manufacturing is partly due to the greater 
variations both of output and of employment in manu- 
facturing, which may in part be attributed to the exposure 
of manufacturing industries to international competition. 


The difference in unit labour costs is particularly marked 
in Italy, where in both 1965 and 1966 unit labour costs 
in the whole economy continued to increase, while they 
fell in manufacturing industry. The same was probably 
true in France, although the contrast between manu- 
facturing and the rest of the economy may have been 
less marked. Thus in all 12 countries shown in Table 24, 
unit labour costs in the whole economy increased in 
1966 by between 24 or 3 per cent (France and Italy) and 
7 or 74 per cent (Denmark, the Netherlands and Sweden). 


In all the countries where the rise in real national 
product was small in 1966 (1-3 per cent), the increase 
in the total wage and salary bill was still between 74 
per cent (western Germany) and about 10 per cent 
(Denmark and Sweden); only in Switzerland and the 
United Kingdom (with increase in real output of only 
2 and 1 per cent respectively) was the rise in the wage 
and salary bill as small as 6-64 per cent. Where output 
was rising faster (4-54 per cent) the increases in the wage 
and salary bill in 1966 were between 8 and 10 per cent 


(Austria, France, Italy, NGL but in the Netherlands _ 
as much as 12 per cent. 


The general tendency for the fate ie wage increases 
to diminish in 1966, noted above, has not yet extended 
to the general level of GDP prices in the economy 1 
(Table 24). The rate of price increases slowed down in 
Austria, Italy, Norway, Sweden and the United Kingdom, 
but it appears to have been unchanged, or to have 
accelerated, in Belgium, Denmark, Finland, France, 
western Germany, the Netherlands and Switzerland. A 


119 The prices shown in Table 24 are the changes in the implied 
prices of gross domestic product. They are obtained by division of 
changes in gross domestic product at current values by the changes 
at constant prices. In principle, they exclude the direct effect of 
changes in input prices. But they include the effects of changes in 
indirect taxes (minus subsidies). 


oe в Я 0 | voni eq 1 
‚зай tre HOT 56а fea 6 
pode в ca ee * me oe] Ot season 218 $ 
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comparison between changes in these prices and in unit 
labour costs again provides a rough guide to changes in 
profit margins (but includes also changes i in net indirect 
taxes and all changes in self-employment income per unit 
of output). On this tentative basis, it appears that profit 
margins in the whole economy were still falling in 1966 
in Austria, Finland, western Germany, the Netherlands, 
Norway, Sweden and the United Kingdom. The same is 
true of Italy, although, as suggested above, profit margins 
in manufacturing were probably rising. Because of the 
relatively small rise in unit labour costs, the pressure on 
profit margins in the whole economy in France may 
have been relieved. 


Taking a longer view, Table 24 suggests over the whole 
of the last four years a tendency for profit margins, per 
per unit of national product, to fall in nearly all the 
countries listed (although not in Denmark, Norway or 


TABLE 23 


Unit labour costs in manufacturing in selected western European countries 


Percentage change from previous year 


a a a a a ыы... 


в Wage and salary bill Output Unit labour costs 
ountr —— = - 

- 1963 1964 1965 1966* 1963 1964 1965 1966* 1963 1964 1965 1966* 
и О chet tae ВН 6.5 10.8 11.6 9.0 4.2 7.8 Bu 9 р 2.8 7.6 Sat 
inland. ss. oe eee ee ee 6.6 15.3 12.7 9.0 3.8 я eetOur 4.0 Ze. 2.5 6.2 5.0 
WesternGermany®...... 5.8 10.5 11.9 D.5 3.8 8.4 528/ 1.5 1:9 1.9 5:9 4.0 
Ttalygoged codt. Нез ЗАВ k th 20.3 4.9 2.0 7.0 9.1 0.7 4.4 12.0 10.2 4.2 —2.3 —4.5 
Netherlands: Еда. оо. we 13.3 15.8 12.3 11.5 52 9.1 3.2 i} 1 6.1 6.7 4.0 
INODWAV AMEN. Чад До ка ИЗ 9.4 9.8 10.5 4.9 8.4 6.5 4.5 2.3 0.9 3.1 553 
United Kimedom ея о. 3.0 9.8 9.3 5.0 4.3 8.3 2.6 та —1.2 1.4 6.5 3.5 


мж— eeeeeSeeSse 


Sources: OECD, Мат Economic Indicators — Supplement — Industrial Pro- 
duction; ECE, Statistical Indicators of Short-term Economic Changes in ECE 
Countries; and national statistics. 


Nore. — Figures for the wage and salary bill have been taken directly from 


national publications for Austria, Finland, western Germany, Norway and the 
United Kingdom. For Italy, the Banca d'Italia estimates for 1963-1965 have been 


used, and for 1966, secretariat estimates based on ISCO’s prelimina: data coverin, 
the half-year 1966. For the Netherlands, unit labour cont data calcite by the 
Centraal Planbureau have been utilized. Employers’ social contributions (contribu- 
tions to social insurances, pension schemes) are included for Finland, western 
Germany and the United Kingdom. 
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a Excluding rent, 
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TABLE 24 
Unit labour costs for the whole economy in selected western European countries, 1963 to 1966 


Percentage change from previous year 
a ee eee 


Unit labour costs 


GDP at current prices Wage and salary bill GDP prices 

ee 1963 1964 1965 1966*| 1963 1964 1965 1966* | 1963 1964 1965 1966*| 1963 1964 1965  1966* 

ое 
Flay Зе 9.9: 94 7.9 8.0 | 8.0 93 10.2 10.0| 3.1 2.9 4.8 3.5 BGs 2.5 7.0 Bye) 
eek Mec ЗИ 5-3 8.1 8.0 10.2. 127 10.3 8.0 | 2.8 4.3 4.8 5.0 54 15.5 6.9 5.0 
Denmark ке Е ое 6.5 129 12.0 100| 5.9 123 142 10.0| 5.7 4.8 70 77.0 52 4.3 9.1 7.0 
Finland’ cess. .otastens. as 89.149 98 701121 16.6 11.8 8.5 | 6.3 75 26 ° 7420 9:4 9.4 4.4 5.5 
Етапсе зд ль Е 9.9 6.0 8.5 1 14.3 110 7.3 8.0 | 5.6 3.8 2.6 3.0 8.7 4.8 3.8 2.5 
WesternGermany ...'| 6.5 9.7 87 6.5| 7.2 9.6 10.5 о PAs 2.8 3:7 4.0 heme Aye 54 5.0 
а, Пе 147 9.6 6.9 8.0 | 21.4 12.8 ak 8.5 | 8.7 6.8 355 1205506 23 3.0 
Netherlandsay = -.... 85 171-113 10.5. | 11,55 18.9. 13:0 12.5 | 5.1 76.55 55 8.0 9.3 TA ES 
Norway. ieee. 8.0 10.2 10.5 8.0 | 7.6 $7 5щ410:0:10:0:12:6 45 49 3.5 2:3 3:0: 94.3 5D 
SWE Elle еж 8.4 11.1 9.7 8:5. | -10.4-911.0_._ 9:610:5;)- 3.3 3-26:3 59 5 Pee Sod 6.2 9 
Switzerland”. t+... 24% 9.5 10.3 7.4 75| 11:5 10:2 9.1 6.0 | 4.7 5.0 3.7 55 66—50. 5:3 4.0 
United Kingdom. . . . 6.0 82) nal. 501 50 78 “Sis 6.5 | 1.6 2.3 4.8 4.0 0.7 19 5.0 5.5 
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Sources: United Nations, National Accounts Questionnaires; and United 
Nations, Yearbook of National Accounts Statistics. For 1966, various national 
publications have been used. 


the United Kingdom in the period of faster expansion 
before 1965).120 


Consumer prices 


Nor has the general slowing down in the rate of wage 
increases in all the industrial countries been fully reflected 
yet in consumer prices. In only six of the twelve countries 
shown in the table below (and Chart 3) was the rise in 
consumer prices significantly less in 1966, taking the year 
as a whole, than in 1965 (Austria, Finland, Ireland, 
Italy, Norway 121 and the United Kingdom); and in three 
of these countries (Finland, Ireland and Norway) the 
rise in prices tended to accelerate again during the course 
of 1966. 


In three countries (the Netherlands, Sweden and 
Switzerland), consumer price increases were rather 
greater in 1966 as a whole than in 1965. But in the 
Netherlands the rate of increase slowed down during the 
year, after general price controls were imposed in May 
1966 (see above, section 1, page 15). 


In other countries, the increase in 1966 as a whole 
was about the same as in 1965. There was some slowing 
down during the course of 1966 in Belgium (when, 
again, a three-month price stop was imposed from May), 
in Denmark and in Western Germany. 


The biggest rises in consumer prices in 1966 as a whole 
were in Denmark, the Netherlands and Sweden (6 or 


120 For a fuller analysis of changes in labour costs and other 
incomes during the 1960s, see Economic Survey of Europe in 1965, 
Part 1, Chapter II, page 34 ff 


№1 In Norway, the slowing down of price increases in 1966 
occurred in spite of a substantial increase in indirect taxes. It is 
estimated that indirect tax increases added nearly 1 per cent to 
consumer-price increases in 1966 (against a negligible amount in 
1965). Since unit labour costs rose at least as much in 1966 as the 
year before, this confirms the suggestion above that profits and 
other incomes per unit of output suffered. 


Norte. — Data for 1966 are preliminary and have been rounded to the nearest 
half-point. 
в Datarefer to GNP (and arealso gross-gross concept) instead of GDP, SNA concept. 


* 


Consumer prices: Percentage changes 


Average for year During year 

1965 1966 1965 1966 
AUSttias.. Sete See pee ое 5.0 2.1 6.0 1.9 
Ве as eee es 4.1 4.2 4.1 3.1 
Берат: coc ccs acral a! ed 7.5 а 5.9 а 
ЕО к « toh chase 4.9 3.9 4.4 4.9 
RECO een рос calls fc 2 2.6 2.9 2 
Western Germany. .... 3.4 3.5 4.3 2.6 
ео. 5.0 3.0 3.26 3.86 
нае jets Ree Se; 4.5 2.4 3.3 2.3 
Netherlands 5... esa = 5.1 5.8 6.0 4.1 
Мориа. аи. 4.2 3.3 ЗЕ 4.2 
Змеев: — оо 5.0 6.3 6.0 Sai 
Switzerland ое. м 3.4 4.8 4.9 4.7 
United Kingdom ..... 4.8 3.9 4.5 ЗИ 
Greece а 2.9 Sell 4.9 4.7 
Portugal к ek 3.4 5.1 a2 4.4 
Spain sy a: ree 13:2 6.2 9.4 Sys! 
ем 4.3 9.2 5.6 11.0 
Yugoslavia vss.) -.s) <)> 34.8 с 24.2 с 48.5 с 6.2 
а October. 


$ November. 
¢ Covers period of monetary reform. 


7 per cent in each). But if the test is the rate of increase 
during the year, the Netherlands would no longer appear. 
The smallest increases in 1966 as a whole were in Austria, 
France and Italy (2 to 3 per cent). On the test of the rate 
of increase during the year, Belgium and western Germany 
would be added. In the United Kingdom, consumer 
prices almost stopped rising after the price standstill 
was imposed in August 1966.122 


. An increase of 1$ per cent from July to December 1966 is 
attributed to the effects of indirect taxes imposed in July and to 
some extent, seasonal influences on food prices. 
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Figures at the top of the columns indicate the percentage increase over the previous year of the total index. 
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Sources: OECD, Consumer price indices, supplement to Main Economic Indicators. 


These changes over the last two years in consumer 
price increases are not very closely connected with the 
changes in the rates of increase of unit labour costs. 
Among the countries where the increase in unit labour 
costs slowed down markedly in 1966 (Austria, Belgium, 
Denmark, France, Switzerland: see Table 24) only 
Austria showed a marked fall in the rate of price 
increases — and Switzerland showed a marked accelera- 
tion. In Belgium and Denmark, however, price increases 
slowed down during the course of 1966. Among the 
countries where unit labour costs increased markedly, 
in two (Finland and Norway), price increases slowed 
down in the year as a whole but accelerated again during 
1966, while in Sweden price increases accelerated in the 
year (for which increases in indirect taxes may have been 
partly responsible).18 

The contribution of the main components to the rise 
in consumer prices in 1963 to 1966 is shown in Chart 4 
for the five western European countries for which 
sufficient data are available, and also, for comparison, 
in the United States. In the United States, after five 
consecutive years when the consumer price index rose 
on average by only about 1} per cent a year, it rose in 
1966 by 3.2 per cent. 


In western Germany, Italy and the United Kingdom, 
the special feature of 1966 was the relatively small rise 


123 А certain correlation can, however, be established between 
the rank order of consumer price rises in 1966 as a whole and that 
of the rise in unit labour costs in the same year. For all twelve 
industrial countries, the rank correlation is only 0.5. But for nine 
countries (omitting Austria, Norway and Switzerland) the correla- 
tion rises to 0.7. In Austria and Norway, prices rose very little in 
relation to the rise in unit labour costs, the main reason being that 
food prices hardly increased. In Switzerland, on the other hand, the 
rise in consumer prices (4.7 per cent) was large in relation to the 
rise in unit labour costs (4.0 per cent). 


in food prices (their contribution to the total price rise 

was considerably 1655 than their weight in the pric 
index). By contrast, food prices accounted for much 
the price rise in the United States. All the countries in 
the chart show a relatively small rise in prices of goods 
other than food, but this has been a normal feature of! 
all the indices for several years. On the other hand, as 
is also normal, both rents (although not in the United 
States) and services contributed much more than heir 
weight to the rise in prices. The relative contribution of 
rents was particularly large in 1966 in western Germany, 
and very small in Italy and the Netherlands. The relative 
contribution of services was particularly large in 1966 in 
Italy — even larger than in the United States. 


Consumer prices in southern Europe 


In Greece, Portugal and Turkey,!* consumer prices 
increased considerably faster in 1966 as a whole than in 
1965, although in Portugal, where prices were affected 
by a poor agricultural season, there was some slowing 
down during the course of the year. In Greece, prices 
of bread, cigarettes and fares rose significantly, but 
prices of foodstuffs produced and consumed locally 
were influenced by the good agricultural year. 


In Spain, on the other hand, the rise in consumer 
prices was moderate in 1966 as a whole after the infla- 
tionary increases of 1965; this was mainly because food 
prices rose relatively little during 1966, again because 
of the good season. The biggest increase was in clothing 
prices. 


124 The reliability of the Turkish index is doubtful, as the food 
component appears excessive. It may be mentioned that the index 
for Ankara, which might be regarded as more typical of conditions 
in a predominantly rural society, rose distinctly less during 1966 
than the index for Istanbul. 


7. NOTE ON YUGOSLAVIA 


Introduction 


The performance of the Yugoslav economy in 1966 
was greatly influenced by credit policies and the short-run 
effects of the 1965 economic гегогт.1?5 The rate of 
growth of industrial output declined sharply but, due to 
an excellent harvest, the rate of growth of overall output 
recovered to the high levels recorded before 1965. The 
restrictive credit policies introduced in mid-1965 showed 
for some time stabilizing effects on demand, but in the 
end proved ineffective so that in the second half of 1966 
inflationary pressure reappeared. This caused a slight 
deterioration in the balance of trade, in spite of a vigorous 
export expansion geared primarily to countries with 
convertible currencies. It is generally felt that greater 
stability will be needed in 1967. New credit restrictions, 
accompanied by some institutional changes, were intro- 
duced towards the end of the year, this time on a more 
selective basis and with greater attention to growth 
considerations. 


The further implementation of the reform made good 
progress in 1966. The provisions for further decentraliza- 


125 See Economic Survey of Europe in 1965, Part 1, Chapter II, 
pages 99-102. 


tion of decisions about the allocation of resources and 
the redistribution of income by economic sectors giving 
rise to a growing emphasis on farming and encouraging 
the output of basic industrial materials have now been 
put into effect, while the establishment of a capital 
market and the various improvements in the organization 
of industry aimed at achieving greater specialization, 
higher productivity and lower costs seem to have been 
gathering speed. 


A new Five-year Plan, covering the 1966-1970 period, 
was adopted in June. The Plan is intended to provide 
the economy with a general orientation, with due regard 
to the long-term objectives of economic reform and 
strong accent on efficiency. 


(a) The economic situation in 1966 
and the prospects for 1967 


Domestic supplies 


The high rate of growth of national output of 8.6 per 
cent in 1966 (against 3 per cent in 1965) was, contrary 
to the usual pattern, largely the result of an excellent 
harvest. Also contrary to past experience, the increase 


output was attained in conditions of declining employ- 
ent, while the rate of increase in fixed assets was the 
nallest recorded in the last few years (following cuts 
investments in 1965 and 1966). Employment in socialist 
on-agricultural (productive) sectors declined by 3.1 per 
nt against an average increase of around 6 per cent 
year achieved in 1956-1964. The decline in employment 
as the result of the reform (which, by creating pressures 
› reduce costs, led to labour economies and also to a 
utback in investment) and of remuneration policies 
eared towards wider wage differentials. The number of 
nemployed, however, rose by only 20 thousand, since 
etter conditions in farming tended to attract unskilled 
orkers from industry and construction,!2 while jobs 
broad provided an outlet for some 50,000 people (as 
ompared with roughly 230,000 who had left the country 
1 the preceding twenty years). 


Industrial production rose by 4.3 per cent in 1966, 
ompared with increases ranging from 8 to 16 per cent 
1 the preceding five years, and this increase was entirely 
ttributable to the rise in productivity (industrial employ- 
nent in 1966 declined by 1 per cent). The slow-down in 
he rate of growth was the expected effect of the reform, 
yhich by an upward adjustment in the prices of raw 
naterials and exchange rates for imports made the 
roblem of rising costs particularly acute, of the credit 
queeze which affected investments, and of the decline 
n the rate of increase in fixed assets. The reform caused 
nly a few bankruptcies, but it encouraged the discon- 
inuation of costly lines of output in many enterprises, 
ontributing to some extent to greater specialization 
vithin industry. However, for lack of time, specialization 
which is expected to become a major factor in the next 
ive years) could not have proceeded far enough to 
Я зе the short-run effects of the reform. Growth by 
ranches was rather uneven, reflecting differences in the 
ate of change in costs (which particularly affected 
nanufacturing), variations in sectoral demand and rela- 
ive availability of inputs. A rise of above 10 per cent 
vas recorded only in the output of chemicals and oil- 
yrocessing industries (mainly on the basis of new сара- 
ity); increases of between 4 and 10 рег cent occurred 
n the output of iron and steel, non-metallic minerals 
due to increases in capacity while at the same time 
jemand for these products exceeded supply), ship- 
yuilding, electro-engineering, paper, textiles, rubber, food 
srocessing and electricity (all due to rapid increases in 
xports and/or to considerable increases in domestic 
lemand, but the growth of some of them was limited 
у insufficient supplies of material). Lower rates than 
he average for industry as a whole were registered in 
10n-ferrous metallurgy, timber processing, leather and 
ootwear (suffering either from insufficient capacity or 
ack of demand), while the rate of output of the metal- 
ising and construction-materials industries remained 


128 Sych movements in employment are possible because almost 
yne-third of the industrial labour force consists of so-called part- 
ime farmers, who own almost one-third of the total cultivable area 
n the country. These people tend to move away from agriculture 
vhen its terms of trade deteriorate and back to agriculture when 
hey improye. 


es ae 


virtually unchanged (mainly due to declines in investment 
and cost difficulties), and that of coal and tobacco even 
declined (for both cost and demand reasons). гы» 

Agricultural output rose by 16 per cent (or by 9 per 
cent compared with 1964, which had been the previous 
record year), with crop production rising by 30 per cent 
(or by 17 per cent compared with 1964), while that of 
livestock declined by 3 per cent. The latter was caused 
by the decrease in pig-breeding — a particularly sensitive 
sector for changes in prices. The expansion in the output 
of crops was attributable both to the very favourable 
weather and to the agricultural policies introduced by 
the reform, which provided better conditions for farming. 
The relative impact of these two factors cannot be 
evaluated, but the improvement in farming conditions can 
be judged by the considerable increase in inputs,!2’ the 
steep rise in the price of land (in agricultural regions 
from up to 100,000 old dinars per hectare before the 
reform to 300-500,000 old dinars afterwards) and the 
reduced amount of land for sale (from 114,000 hectares 
in 1964 to 61,000 in 1965 and no more than 3,000 in 
1966). 


Domestic demand 


After almost a year and a half of relative stability, 
inflationary pressures reappeared in the second half of 
1966 when demand tended to become excessive although 
there was no easing of credit restrictions.1° Since contra- 
dictions between credit policy and demand also occurred 
on several other occasions in the past, doubts exist 
concerning the effectiveness of credit policies. This 
problem is discussed briefly before describing the main 
developments on the side of demand, since it can cast 
some light on the course of events in 1966. 


The ineffectiveness of credit policies may arise because 
of institutional short-comings and/or because of incon- 
sistencies between various policy measures. In principle, 
given a high degree of decentralization of decisions 
concerning the use of resources and a very loose wage 
control, credit policies can substantially influence spend- 
ing, and especially the allocation of enterprises’ profits 
between wages and savings, and the allocation of the 
latter between investments in fixed and working capital. 


Thus, credit policy can considerably affect the growth 
of factors which are normally the cause of demand pull 


127 In 1959, 1964 and 1966 — the three years of record harvests — 
consumption of mineral fertilizers amounted to 1.1, 1.9 and 2.2 mil- 
lion tons respectively; the number of tractors available to agri- 
culture amounted to 31.7, 45.3 and some 47 thousand respectively; 
increasing proportions of higher quality seeds were applied, especially 
in 1966; agricultural terms of trade were up to 30 per cent better 
in 1966 than in 1964 (the latter is the major factor by means of which 
the reform provided a push to agricultural growth); short-term 
credits granted to farmers in 1966 were (in constant prices) 45 per 
cent larger than in 1959 or more than 10 per cent above the level 
in 1964; and investments were a great deal higher in 1966 than in 
any previous year. 

128 For details concerning restrictions in 1966 see the Survey for 
1965, Part 1. In the first 11 months of 1966 short-term credits 
increased by 6 per cent against a 9 per cent increase in overall 
output, or by 1.5 billion dinars against 1.7 billion in the correspond- 
ing period of 1965. The restrictiveness was even larger than these 
figures suggest since in the middle of 1965 prices were increased by 
some 25 per cent. 
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-and wage-cost inflation. Inflationary pressures, however, 

occurred at times because these powers were not used, 
and at other times because the rights of the Government 
and social insurance agency to obtain credit automati- 
cally, together with the guarantee of liquidity extended 
by the National Bank to major commercial banks and 
the right of enterprises to obtain credit if they could 
prove that they had easily realizable stocks, prevented 
the pursuance of sufficiently restrictive credit policies. 
In fact, the latter point has been a frequent cause of 
their ineffectiveness. 


Inconsistencies in economic policies are another cause 
of ineffectiveness of credit policies and may arise when 
various measures with offsetting effects are applied 
simultaneously. For instance, the increase in foreign 
exchange reserves and the decline in blocked accounts 129 
(both can, like credits, affect the domestic stock of 
money and thus liquidity) offset, at least partly, the 
restrictive effects of credit policies in 1963 and 1966, 
while in 1965 opposite movements reinforced credit 
restrictions. Credit restrictions in 1966 were also offset 
by the reform introduced in 1965, which increased 
producers’ prices but left the value of fixed assets and 
the price of raw materials in stocks unadjusted. Enter- 
prises were, therefore, enabled to reap an extra accounting 
profit out of this gap and to raise their liquidity on this 
account. They could then (in the second half of the year 
when the accounts became known) raise wages by a 
greater amount than the increases in productivity and 
invest beyond desired levels, even though credit policies 
continued to be relatively restrictive. In addition, farm 
income rose rapidly in the second half of the year, 
following the very good harvest. Obviously, in such 
circumstances, stabilization would have required a much 
more severe degree of restriction. Alternatively, credit 
policy ought to have been accompanied by other mea- 
sures imposing a restraint on spending. 


Because of this experience, certain institutional obs- 
tacles to pursuing sufficiently restrictive credit policies 
have been removed (any right to obtain credit automa- 
tically and guarantees for liquidity have been suppressed) 
and a tighter credit policy was introduced in the autumn 
of 1966.130 


Certain improvements of an institutional nature have 
also been made. The national Bank extends short-term 
credits exclusively to commercial banks, which alone 
deal directly with enterprises and lend at their own 
discretion (on commercial considerations, including risk- 
taking). The banks must not, however, finance losses or 
extend credits to enterprises which self-finance their 


129 Blocked accounts represent a part of enterprises’? and Govern- 
ment’s liquid assets which cannot be drawn on for a period of 
blockage. In April 1966 they amounted to 15 billion dinars against 
a total of money and quasi-money in circulation of 30 billion. 


799 Lending has been restricted to the inflow of repayments, the 
upper limit to the rate of interest was raised from 8 to 10 per cent, 
and the repayment period was shortened. Most of the effects of 
this policy will be felt in 1967 when, in addition, enterprises’ account- 
ing profits rates will be reduced by the increase in the value of fixed 
assets (as from 1 January) and the exhaustion of stocks of raw 
orp)? the prices of which remained unchanged after the 1965 
reform. 


working capital to a small degree only, and they mus 
maintain sufficient liquidity at all times. In fact, these 
banks, together with enterprises, are now responsible fol 
the maintenance of domestic liquidity. The separation о) 
powers in lending (which in a way isolates the Майо! 1a 
Bank) is expected to limit the pressure for credit, while 
business considerations and risk-taking should introduce 
more of the market criteria and a better selection in the 
allocation of credit. This ought to improve the efficiency 
of credit policies and diminish the adverse effects of 
restrictions on efficient enterprises. 


A number of sectors contributed to the excess demand, 
which was concentrated mainly in the second half of 
the year. The wage-bill is estimated to have risen by 
37 per cent (10 per cent in real terms, or 12 per cent 
per worker) in contrast to a 6 per cent rise in product- 
ivity; farm income by 27 per cent (some 15 per cent in 
real terms, 1.е as much as output); and income from 
other sources by 39 per cent (including deficit spending 
by the social insurance agency). An 8 per cent decline 
in hire-purchase credit and an increase in private savings, 
especially in the farm sector, slowed down slightly the 
growth of disposable income and consumption. The 
latter may have risen by slightly more than 10 per cent 
in real terms against a 2.5 per cent increase in 1965, so 
that its rate of growth was back to the high pre-reform 
levels. However, the entire difference between the rise 
in nominal and real terms should not be ascribed to the 
inflationary pressure. In fact, the 1965 price reform 
increased the cost of living between July and August of 
that. year by 25 per cent, while in December 1966 the 
cost of living was only 6 per cent higher than in 
December 1965. 


For the year as a whole the volume of investment 
remained almost unchanged, while in nominal terms it. 
rose by 16 per cent. This difference was mainly the result 
of the price reform in 1965; there was little increase in 
prices of these products in the course of 1966. The 
inflationary impact of investment was derived from the 
increase in the second half of the year (of 10 and 22 per 
cent in real and nominal terms respectively above the 
same period of the preceding year) and especially from 
the excessive dispersion of resources over many projects. 
The effect was to delay the completion of projects. Such 
delays are inevitably inflationary — since incomes are 
generated before additional supplies become available. 
In such circumstances, large cutbacks in capital formation 
are normally needed if stability is to be restored. 


Other sectors of demand showed varying influences, 
but on the whole they were not unfavourable. The 
increase in stocks was considerable, primarily because of 
a record harvest. The increase in the trade deficit indicates 
that overall demand increased more rapidly than output. 


Foreign trade 


Developments in foreign trade in 1966 were dominated 
by an excellent harvest, improvements in quality, declines 
in costs (as already indicated, largely the result of the 
reform), stagnation of investment, excess demand for 
consumer goods in the second half of the year and the 
drive to modernize industry. Exports and imports rose 


у 12 and 22 per cent respectively. The latter percentage 
was partly the result of a deliberate policy of running 
Jown the surplus earned in 1965 with eastern European 
countries, and partly represented the recovery of the 
ground lost in 1965 when imports declined by 3 per cent. 
‘The improved competitive position was largely respon- 
sible for a 23 per cent increase in exports to the countries 
with convertible currency (54 per cent of all exports) 
_ which contributed to reducing the current account deficit 
- with these countries (now amounting to less than 
_ $100 millions). Exports of capital goods (a 20 per cent 
increase) were the most dynamic sector, followed by 
intermediate products (а 13.8 per cent increase) while 
_ exports of consumer goods increased by only 6 per cent. 
Е The reverse order occurred for imports, with а 40 per 
cent increase in consumer goods and increases of 35 and 
13 per cent for intermediate products and capital 
~ goods. The merchandise trade deficit increased from 
$175 million in 1965 to $320 million in 1966. However, 
_ booming exports of services offset most of that deficit, 
resulting in an adverse current account balance of 
_ $32 million representing a small deterioration from the 
surplus in 1965. A net inflow of capital was responsible 
for an increase in currency reserves from $113 million in 
December 1965 to $124 million in December 1966. 


Fom 1 January 1967, liberalization of imports and 
_ payments has been further expanded: now imports of 
more than 2,000 products or groups of products (out of 
a total of 4,373) have been freed or nearly freed, and 
the retention quota has been raised toa 7 per cent average. 
Moreover, enterprises and commercial banks may now 
undertake financial transactions directly with foreign 
companies and banks, provided their borrowing does not 
surpass their repayment capacities.1*! This liberalization 
_ has been made in an effort further to strengthen the 
autonomy of enterprises and the banking system, and to 
intensify the influence that foreign trade should have on 
the allocation of resources. This should speed up the 
integration of the Yugoslav economy into the world 
market, which is an essential objective of the liberaliza- 
tion. Also, it is one of many steps necessary before the 
currency can be declared convertible — a measure at 
present planned for 1970. 


po a УРАЙ 


Prices and wages 


After the reform in July 1965, prices were frozen and 
only partly unblocked in June 1966. Nevertheless, in 
December 1966, retail prices exceeded those of Decem- 
ber 1965 by 7 per cent, of which an increase of 4 percen- 
tage points took place between August and November. 
In the course of the year prices of manufactured consumer 
goods increased by 8.5 per cent. 

As a matter of long-term policy (to achieve a higher 
price for labour), wages were allowed to increase faster 
than productivity. In the first half of the year, enter- 


131 The latter are raised by means of retention quotas, the purchase 
of foreign currency (which is free up to an equivalent of 10 per 
cent of amortization fund) and the services that enterprises render 
directly to foreign companies. Such capacity, measured in terms of 
1966 figures, would amount to $110 million, which is roughly one- 
third of imports of capital goods. 
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prises — pressed by credit policy and uncertain of the 
effects of the reform on their profits — pursued a rela- 
tively cautious policy but, because of ineffective credit 
policy, in the second half of the year they increased 
wages faster than productivity by a greater margin than 
was justified. However, since the bulk of the increase 
in wage-costs per unit of output was absorbed by reduc- 
tions in profits, the change in prices should be ascribed 
principally to excess demand, as well as to the fact that 
the supply of consumers’ goods was not flexible enough 
to keep pace with the changing pattern of demand. 


Prospects 


An improvement in the balance of payments and the 
continued progress of the reforms are the major aims 
of economic policy for 1967. Implicitly, this entails the 
achievement of a higher degree of stability than in 1966. 
It has become more and more evident that specialization 
of the domestic economy, the integration of the latter 
into the world market, improvements in the functioning 
of the capital market and an economic distribution of 
income by sectors and branches (all of them long-term 
objectives of the reform) cannot be achieved with a 
disorderly change in prices and costs; these tend to 
upset domestic price relatives, to overvalue the rate of 
exchange and to introduce disparity between domestic 
and world market prices. 


By means of credit policy (restrictions introduced in 
the autumn of 1966 have been carried over into 1967) 
it is intended to restrict the growth of domestic consump- 
tion to less than the rate of increase of supplies. More- 
over, credit policy will be assisted by the obligation of 
enterprises and investment banks to allocate 20-25 per 
cent of their profits to working capital, and in 1967 the 
Government will put pressure on enterprises to keep 
the increase in wages within the limits of increases in 
productivity. This should not, however, prevent a rela- 
tively rapid increase in output and a speeding up of 
industrial growth, since real resources will increase and 
credit policy will be selective. 


(b) Five-year Plan 


The new Five-year Plan (1966-1970) aims at long-term 
implementation of these policies. More specifically, it 
concentrates on providing the conditions for the promo- 
tion of stability, for further extention of trade liberaliza- 
tion and for improvements in the balance of payments 
— the latter to lead to the introduction in 1970 of conver- 
tibility of the domestic currency for non-residents. 
Favourable developments in these three fields would 
promote the other aims of the Plan: increased specializa- 
tion in the domestic economy, integration of the economy 
into the world market and the organization of a capital 
market —all three are long-term objectives of the 
reform. The Plan also calls for the redistribution of 
income in favour of wages and expects the growth of 
real consumption to accelerate. Finally, in an effort to 
reduce regional income differentials, the Plan includes, 
as did previous plans, policies for a faster growth of 
output in the developing regions than in the country as 
a whole. The implementation of this Plan, therefore, 


TABLE 25 
Yugoslavia: Selected indicators, 1956 to 1966 
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1956-1963 1963 1964 1965 1966 
annual average ; 
Indicator боровой 
ga Siege реше Percentage increase from previous year 
Gross material product ........ 9.64 р. 12.4 2.8 8.6 
Industrial production. ........ 12.0 16.0 16.0 8.7 4.3 
ioe BOOKS Har ise” im ее в 13.5 16.3 16.3 9.0 5.0 
Сара ООО Oo ciate Е asst ebieees 12.0 16.0 19.0 10.0 3.0 
Intermediate goods. . « «+ » se + = 11.2 15.0 15.0 7.0 4.0 
Output per workerinindustry ..... 5.8 10.7 6.8 4.2 6.0 
Agricultural output. ......... 6.0 а 10.0 6.0 —9.0 16 
Gross fixedinvestments........ 14.0* 15.0 18.0 —10 —3 ы 
Personalconsumption ........ 7.7 11.6 9.4 2.4 10 
Exports\(valtie) 25.705). S28 ae ee 13.9 14.5 13.0 22.0 12.0 
Imports (value). Awe eoa see 12%2 19.0 25.0 —2.7 22.0 
Gold and foreign exchange reserves 
G@: million) ба ieee cen 98 74 113 124 
Non-agriculturalemployment ..... 6.3 Pigs 6.4- 1.5 —3 
Registered unemployed (thousands) ® . 190* 103 136 179 199 
Retail priceindex.. --. see eee 4.3 4.5 8.7 29.0¢ 23 с 
Producers’ prices of industrial products i 1.2 4.8 15.0¢ 11.0¢ 
Producers’ prices of agricultural products 7.8 9.1 23¢ 44¢ 17.6 с 
Source: National statistics. b December. 


a Based оп 1955-1956 average = 100. 


implies the maintenance of a rapid rate of growth, a 
reallocation in resource use and the attainment of greater 
efficiency. 


The growth of output and inputs of labour and capital 


The increase in efficiency now occupies the central 
place in the Yugoslav policy for growth. A rate of 
growth of gross national (material) product in the region 
of 7.5-8.5 per cent per year is planned for the 1966-1970 
period, against the 10 per cent achieved during the 
1956-1965 period. This slow-down is in line with the 
expected decline in the rate of growth of inputs. Though 
the total labour force should grow at a similar rate to 
that in the past, the rate of intake of new labour into 
non-agricultural sectors is expected to decline from the 
6 per cent achieved in the previous five-year period to 
2.5-3 per cent during 1966-1970. This amounts to slowing 
down the shift of labour away from agriculture (which, 
as has already been shown, has recently become more 
attractive for employment) and, in order to avoid an 
increase in unemployment, roughly 40,000 people per 
year will need to find employment abroad. Fixed assets 
may grow by 6.8 per cent per year, against the 10 per 
cent achieved during 1960-1965 (by 7-8 against 11.5 per 
cent in the socialist sector alone, which represents 82 per 
cent of output). This slow-down is in line with the inten- 
tion to cut down the accumulation ratio. However, both 
labour and capital productivity 13? are expected to in- 


13? By means of a higher degree of capacity utilization; at present 
some 30 per cent of existing capacity is under-utilized. In addition, 
the policy of devoting slightly over half of new investment to 
reconstructions and extensions to existing enterprises should lead 
to substantial benefit through economies of scale. 


г Falls in the period when a price reform was carried out. 


crease, while the capital output ratio should decline as 
a result of a faster increase in labour productivity than 
in capital intensity (see Table 26). 


The allocation of resources, the growth of demand and the 
problem of internal and external balance 


As has already been pointed out, incomes policy, the 
need for stability and for a better external balance call 
for a shift in the distribution of resources (see Table 26). 
Real wages per capita should increase faster than produc- 
tivity, and since other incomes per capita are expected 
to increase in line with productivity, private consumption 
should increase somewhat more rapidly than national 
output and more rapidly than in the preceding period. 
By the end of 1970 the price of labour should have 
risen considerably, which is expected to stimulate labour 
economies — economies that are needed not because of 
an expected shortfall in the supply of labour, but in order 
to initiate a chain reaction between high wages and high 
productivity. The latter ought, in turn, to help offset the 
adverse effects that certain long-term factors may tend 
to have on the rate of growth. Insufficient progress 
achieved so far in labour economies (despite the fact 
that for a number of years past productivity grew on 
average by some 5 per cent per year) has been taken 
as proof that the investment ratio at present exceeds the 
optimal level. Consequently, it is planned to reduce the 
rate of growth of investment (see Table 25) and to 
allow it to fall somewhat below the rate at which national 
output will grow. It is planned to increase collective 
consumption, which has recently been cut down, at a 
similar rate to output, but government consumption 
should grow by only 2-3 per cent per year. Thus overall 
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‘ied at In soa Sto в Ар ie eet Seer, + cael 
5$: ial >. 2 eee > t= 4 ae В ae eS eee) | 106.3 ez, ЕЕ ‘ 1.0 2 LD ee = 
ртс Sergei omen — a 
РОКИ ее ре ists) «BS ны 97.5 —0.4 —1.0* а ee Sh 
pee CL RAR Ya: TS ито hi ope 97.2 —0.5 —1.0 54.1 49.5 
Secondary ae SO ep ne a) 111.4 | Dita 56 22.9 24.0 © 
об gt 1246 — ея Ев ele 24.6 
В sector а +... т 6 oo aed 5.9 О eee ae 
_ Employees with high education . . . Sadie tw RAGES ся Е НЯ 5.61 6.8 — 
о: eS а :, с 28.51 35.9 
© Research workers (thousands)? ..........-. 146 7.9. a 6.5 9-10 
Expenditure ET OREAT CIM coe oe ag hin | ovg se in fe, 207 15.9 A 0.84 1.14 
rcapita .. И Oe AIST IRS 147 7.4 6.8* —- -— 
_Веа1 wages рег В ОЕ. ТЕ ae HHT ees 151 8.6 6.8 — — 
ПЕНИ Рети iicome рег сариа,............. 134* 5.5% 12.0 = = 
Pere oth SSNS ren ee. ИАА 131 5.6 0.5 29 38 
а а еже ТАНК 123 4.2 Zl 22 20 
a Le ite. eer atte ede мене аи 138 6.7 7A 21 29 

р (ars-per thousand inhabitants. “7: . 211 16.0 28.0 9 19 

Television sets per thousand inhabitants. ........ 292 24.0 = 30 88 

р Household appliances, in thousand dinars per thousand in- 

= ВЕЕТ 3. Veit Sits 73 ме iLO 200 14.9 2$ 140 280 

_ Мем apartments, per thousand inhabitants. .......- 127 4.9 .% 6.3 - 8.0 

_ Машбег of doctors, per thousand inhabitants. ...... 136 6.3 4.2 7.7 10.5 

_ Productivity т the whole economy ( derived figures) 

BPULOU PCLANOUL wither р ии ee es 5. ТИ" 95% 8.1 — — 
Output per unit of сарНа!.... +--+ +++ ees 106* 1% —0.7 = = 
Matput permit of labour’.°.. еее. . 138 6.7 8.1 = ан 

| Capital per unit of labour’: 2... 1 6 ee ee es 131 53 8.9 — = 

Incremental capital output ганой еее. . =a 0.82 1.10 = dt 

_ Productivity in socialist sector (derived figures) i 
Chatput per hour. bag) See > sty “eee ey Os 154 9.0 5.5 — SS 
Output per unit of сарйа! ... еее 110 1.9 0.1 = as 
Output per unit of labour „ке 138 6.6 5.5 = = 
Capital per unit of labour .... еее. 125 4.6 53 — pil 
Incremental capital output ratio’ ...-. +--+ ee: — 0.70 0.95 — Su 
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Sources: Sluzbeni List, No. 28/1966, and various press reports. 
a Average 1964-1965 = 100. 
b Average 1958-1959 = 100. 
¢ Income produced. 


4 Thesum total of individualcomponents of the nationalincome exceeds 100 appar- 
ently because of differences in the valuation of imports and exports. 


é Material cost of services plus investments in such services (including housing). 
у 1961. 
g Scientists employed in research institutes, 


domestic consumption is expected to increase more 
slowly than national resources, so that improvements 
in the balance of payments (including a considerable 
increase in foreign currency reserves) and an increase in 
stocks may follow. This, of course, implies the pursuit 
of relatively restrictive credit policies, which are to be 
based on the principle of a slower increase in money 
stock than in output, and will be increasingly related to 
changes in foreign currency reserves. 


A slower increase in money stock than in output is 
expected to introduce a deflationary bias into the eco- 
nomy since it is believed that velocity will not change 
much while the capacity of the capital market and the 
possibility of borrowing abroad are limited. In existing 
circumstances a deflationary bias would have a stabilizing 
effect. Moreover, larger stocks are expected to have a 
double effect on stability: on the one hand, they should 
make it easier to even out short-term discrepancies 
between rates of increase in supply and demand, and, 
on the other, since they will be predominantly self- 
financed, they ought to restrain expenditures. Finally, 
import, price and credit policies combined ought to 
ensure that the increase in wage-costs per unit of output 
is compensated by cuts in profits so that this cost is not 
translated into higher prices. The danger of inflation, 
however, will not be automatically eliminated simply by 


4 As percentage of national income and refers to research institutes alone. 

i Percentage change of capital intensity per each percentage change in labour ~ 
productivity. 

j The socialist sector accounts for more than 90 per cent of al! output outside 
agriculture. 

Е Distribution refers to the 1961-1965 and 1966-1970 periods. 

1 Commodities and services. 

m 1961-1964. 

n In proportion of global value of output. 


the achievement of a financial balance. It is, therefore, | 
necessary that redistribution of income in favour of 

wages should proceed slowly (as, in fact, is laid down in © 
the Plan) and in line with changes in supplies. : 


The development of different sectors of the economy 


The distribution of investment between productive and › 
non-productive sectors is expected to remain virtually 
unchanged. However, the Plan calls for a certain shift to 
be made in the distribution of productive investment by 
different sectors of the economy (see Table 26); this 
shift will be in favour of agriculture and trade at the 
expense of industry and transport. The intention to 
reduce investment in relation to national income, and to | 
reduce-the rate of intake of new labour, will affect all 
sectors though in different degrees. The decline in the 
rate of increase of fixed assets and employment will be 
largest in industry and construction; yet, in industry, 
increments in fixed assets and employment are planned 
to be among the largest (both in absolute and relative 
terms). This, then, entails a further change in the structure 
of output principally in favour of industry and at the 
expense of agriculture. However, the shift will proceed 
at a slower rate than in the preceding period. 


The rate of growth of industrial output is expected to 
decrease slightly from 11 per cent per year during the 


1961-1965 period to 9-10 рег cent during 1966-1970. The 


increment in output should be predominantly derived 


from productivity. Differences in the rates of growth by 


industrial branches (which are planned to grow by 2 to 


16 per cent) reflect the varying degrees of spare capacity 
available in 1965 133 and the policy of encouraging invest- 
ment primarily in the branches enjoying comparative 


_advantages,"** followed by branches that may assist 


os ae die * 


exports but would primarily supply the domestic 
market. Investment in high-cost sectors, and in those 
for which products have a low income elasticity of 
demand, will decline as a matter of course.!8* Output of 


the branches falling in the first group is expected to 


grow at a faster than average rate; the proportion of 
their output to be exported is expected to increase, while 
the proportion of imports in domestic consumption of 
most of these products should decline. The rates of 


growth of the second group of branches cluster around 


the average; the proportion of output exported is fore- 
cast to increase very slightly, while the tendency for 
imports to increase their share of domestic supplies of 
these products is expected to be much stronger. The 
growth of production of other commodities is to proceed 
considerably below average and imports of some of them 
will increase considerably. Yugoslav industry is expected 
to be more specialized, with industrial exports and 


imports in 1970 each accounting for roughly 22 to 24 per 


cent of the global value of industrial output (or some 
37 to 38 per cent of gross added value) against roughly 
16 to 18 per cent in 1965 (or 30 per cent of gross added 
value). 


On the assumption that domestic demand will continue 
to grow relatively quickly, that an 8 per cent increase 
in exports can be achieved and that a decline in imports 


188 Found to be especially high in metal-using and engineering, 
printing, textiles and food-processing industries. 

184 Manufacturing based on non-ferrous metals, non-metallic 
minerals, timber, some chemicals, some agricultural products; and 
manufacturing of some items of food processing, some durable 
consumer goods, a few capital goods and shipbuilding, and finally, 
very labour-intensive manufacturing such as clothing, knitting and 
leather processing. Е 


135 ОП, steel, some consumer durables, construction materials and 
fertilizers. 

186 Some capital goods, a number of durable consumer goods, 
coal. 
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(in absolute terms) will take place, the growth of agri- 
cultural output — sustained by a considerable increase 
in inputs 137 — ought to accelerate slightly and grow by 
4.6 per cent a year. An 8.5 per cent annual increase in 
the output of transport is expected to come to a large 
extent from shipping and the transport of foreign goods 
by Yugoslav railways and ports, which are considered 
to enjoy comparative advantages in the Yugoslav econ- 
omy. Another sector of comparative advantage is 
tourism, whose turnover is expected to increase rapidly. 
The sharp decline forecast in the output of construction 
is due to the fall in the rate of capital formation. 


The balance_of payments 


Specialization should lead to a faster rate of growth of 
foreign trade than of output (see Table 26). Moreover, 
improved efficiency combined with credit policy should 
push up exports vigorously, while the intended extension 
of import liberalization should naturally allow a con- 
siderable growth of imports. Manufactured products are 
expected to be the most dynamic sector in exports (to 
reach 58 per cent of exports in 1970 compared with 
44 per cent in 1965), and consumers’ manufactures and 
capital goods in imports. In total, the Plan envisages 
proportionate increases in the ratio of exports and of 
imports (merchandise) to gross national product so that, 
given the deficit in the base year, the deficit on merchan- 
dise trade will increase, but is expected to remain un- 
changed relative to imports. The major improvements in 
the balance of payments are sought by means of a very 
large rise in services income — receipts from tourism 
alone are expected to increase from $105 million in 1965 
to $400 million in 1970. The substantial favourable 
balance on account of services should be sufficient to 
more than offset the merchandise trade deficit and result 
in a surplus on the current account (even in the imme- 
diate future). Thus, the overall balance of payments 
should permit an increase in gold and currency reserves 
of some $330 million (to reach $480 million or 6 billion 
new Yugoslav dinars in 1970). 


137 For instance, fixed assets may grow by 5 per cent per year 
consumption of fertilizers should reach 4 million tons in 1970 
against 1.5 million in 1965 and the number of tractors in the socialist 
sector increase from 45,000 to 60,000 over the same period; and the 
area to be irrigated will be extended very considerably. 
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CHAPTER II 


Recent economic developments in eastern Europe and the Soviet Union 


1. THE GENERAL PATTERN 


The 1966 growth performance of the Soviet Union and 
the economies of eastern Europe taken as a whole was 
_ better than in the preceding year. Economic growth in 
the area proceeded at a vigorous pace and if some decele- 


ration in comparison with 1965 occurred in some coun- 


tries (Rumania and Poland) it was more than offset in 
its overall effect by accelerated economic expansion 
elsewhere (Hungary, Czechoslovakia and Bulgaria). The 
overall growth targets postulated in the 1966 plans were 
exceeded virtually everywhere! (see Table 1). 


Generally favourable weather conditions aided the 
increased efforts of the governments to raise agricultural 
output. The latter expanded fast in most countries thus 
bringing about a change in the sectoral patterns of 
growth observed in the past. Contrary to the experience 
of the previous year, when the effects of a rapid industrial 
expansion on the growth of the economy were often 
depressed by the poor crop results, the contribution of 
agriculture to overall growth was substantial in most 
countries of the area. In fact, the plans were exceeded 
both in industry and agriculture, and the accelerationin 
the overall growth rates was often the result of reduced 
or unchanged rates of industrial expansion and unusually 
large increases in the production of crops. 


The successful output efforts in both agriculture and 
industry were assisted by the generally favourable deve- 
lopments in external trade. However, the foreign trade 
policies and the actual results, which are described in 
more detail in the Third Chapter of this SURVEY, varied 
greatly from one country to another. © 


The generally good performance of the Soviet economy 
in 1966, both in relation to the preceding years and to 
the annual plan, owed much to the excellent results in 
the agricultural sector, especially to the all-time record 
grain harvest. Industrial output also rose faster than 
planned although it was often associated with over- 
fulfilment of employment targets. No data on the uses 
of national income are available at constant prices (the 
series in Table 1 refers to values at current prices), but 
with per capita real income of the population growing 
by the reported 6 per cent, it seems that the shares of 
consumption and accumulation remained at about the 
level of the preceding year.? Investment outlays {and 


1 The 1966 plan target for the growth of national income in 
Rumania is not available. 

2 After this report had been completed, it was announced by 
Mr. Kosygin that an increase in the consumption share took place 
in 1966, Moskovskaya Pravda, 7 March 1967. 


probably also additions to fixed assets) rose somewhat 
less than national income, but this was certainly offset 
by a substantial increase in inventories, augmented during 
the year by the replenishment of agricultural reserves 
following the bumper harvest. The combination of a high 
output and of measures undertaken to improve the mate- 
rial incentives of peasants resulted in a very rapid growth 
of peasant incomes, following a similar trend in the 
preceding year. A continuation of this trend is expected 
in the current year. 


Since the trough year 1963, when national income 
actually declined, the output of the Czechoslovak eco- 
nomy has been growing at an accelerated rate, and in 
1966 it achieved an increase of 7 per cent. Both industry 
and agriculture contributed to this expansion, the growth 
of the latter contrasting sharply with the 1965 fall. These 
attainments in output were not accompanied by a cor- 
responding expansion of foreign trade, both imports and 
exports rising by around 2 per cent. An unplanned 
growth of employment and of industrial stocks (both 
work in progress and finished goods) was also reported. 
The year was marked by an intensified investment effort 
and, for the first time since 1961, the share of accumula- 
tion in total distributed income has risen. 

For the third consecutive year, overall economic deve- 
lopment in eastern Germany progressed fairly satisfac- 
torily in 1966, all major indicators pointing to a rather 
steady and regular rhythm of growth. National income 
produced exceeded last year’s level by 4.5 per cent, 
fractionally less than envisaged by the plan. Industrial 
production rose by 6.5 per cent and agricultural output 
progressed further. Investment activity appears to have 
continued at a high level but no data on the utilization of 
the distributed national income have as yet been published. 
As total money incomes of the population and the volume 
of retail trade rose by around 4 per cent, it is possible 
that some, though probably a small, shift of resources 
towards investment took place. The volume of foreign 
trade turnover was reported to have risen by the relatively 
high rate of 9 per cent, but no breakdown into imports 
and exports has been made available. 


In Poland, in spite of some deceleration in the growth 
of the produced national income compared with the 
preceding years, the progress of the economy in 1966 
was considered satisfactory in relation to the expectations 
embodied in the annual plan. National income rose by 
6 per cent, compared with a planned growth rate of 
3.7 per cent, and global output targets were exceeded 
both in agriculture, where a decline on the good 1965 
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Sources: National statistics, plans and plan-fulfilment reports. 


а At current prices. 


4 At constant prices. 


sses were, however, partly achieved through a dete- 
ation of the balance-of-payments situation and over- 
ailment of employment plans. There has been virtually 
shift in the resource allocation, consumption having 
teased by 6.5 per cent. As in 1965, peasants seem to 
ve benefited relatively more from the increases in 
rsonal incomes than workers and employees, parti- 
arly in terms of per capita incomes. 

_ The Hungarian economy staged a full recovery in 1966 
rom the setbacks of the preceding year, when a steep 
ecline in agricultural output coincided with a slowdown 
n the expansion of industry. Total net output was 6 per 
cent above the 1965 level, both industry and agriculture 
Г“ by similar га{ез.3 A positive feature of the 
‘Hungarian development was a further improvement in 
‘the balance-of-payments situation, the past deficit on 
‘current account having turned into an export surplus in 
1966. Consumption and accumulation seem to have 
Tisen at a similar rate of around 5 per cent. Investment 
‘in stocks must have risen after the good harvest, follow- 
Ing a significant running down of stocks and reserves 
in 1965. In per capita terms, real incomes of peasants 
and wage-earners rose pari passu (by about 5 per cent); 
a part of the gains of the latter was again due to in- 
creased activity rates in urban families. 


_ The highest rates of economic growth were recorded 
among the less industrialized countries of the area 
— Albania, Bulgaria and Rumania. In all three countries 
global industrial production rose in 1966 at an almost 
identical rate of 12 per cent. In the case of the last two 
countries, this about equalled the tempo of growth 
registered in the preceding years, but in Albania a 
noticeable acceleration occurred. As in previous years, 
industrial growth in Rumania largely relied on improve- 
ments in the productivity of labour, in some contrast to 
the Bulgarian development. In both countries, the global 
agricultural output rose by wide margins (11 per cent 
and 15 per cent respectively) and the broad similarity of 
development extended to the pattern of foreign trade. 
Domestic supplies, particularly investment allocations, 
benefited in both countries from a rapid rise in imports, 
at a rate exceeding quite markedly that of exports. 


On the whole, the plans for 1967 anticipate somewhat 
slower rates of economic growth in the countries of the 
area compared with those actually attained in the current 
year. This applies both to the targets for national income 
and for output of the major sectors, and is partly due 
to the generally better than expected results of 1966 
(largely as a consequence of the exceptional performance 
of agriculture), and partly to the adoption of a more 
cautious approach to target-setting combined with a 
policy of allowing for “reserves”, rather than fully 
straining economic potentials of the economy. No de- 
celeration is generally noticeable, however, in the planned 
rates of expansion of investment outlays, and some 
re-allocation of resources can be expected in accordance 


з However, in value added terms, agricultural output declined 
more in 1965 and rose faster in 1966, the respective rates being in 
the region of 12 per cent. 


formance had been anticipated, and in industry. These _ 


with the postulates of the new (1966-1970) medium- 
term development plans. ah 

The favourable 1966 economic results provide a good 
basis for the implementation of the new five-year plans 
which in the course of the year entered into effect in all 
countries of the area. As shown in section 6 of this 
chapter, the overall growth targets stipulated in the plans 
indicate that the majority of countries largely aim at 
maintaining the pace of economic expansion recorded 
in the five preceding years, while in Bulgaria, Albania 
and Czechoslovakia there is an intention to accelerate 
growth. The investment effort will be reinforced every- 
where; in most cases it will be associated with slightly 
higher accumulation rates and a greater concentration of 
investment in the productive sphere of the economy. At 
the same time, the planned patterns of growth provide 
for more balanced contributions from the main sectors 
which, in a few countries, will give rise to significant 
shifts in the sectoral distribution of investment. Output 
and investment priorities differ, of course, from country 
to country, but it generally appears that much greater 
attention than in the past will be attached to those parts 
of the plans which deal with consumers’ supplies and the 
living standards of the population in general, and in 
particular to agriculture, light industries and consumers’ 
services. 


With slight differences in emphasis, the new plans put 
great stress on efficiency and other qualitative aspects of 
the economy, thus confirming the general tendency 
observed in the last few years. Stress on technical pro- 
gress through innovations, modernization of existing 
industries and development of progressive branches is a 
characteristic feature of the plans. In order to improve 
technical levels, to assimilate output of technologically 
more advanced goods and to raise the quality of domestic 
output to international standards, international co- 
operation will be enhanced and its channels diversified. 
Moreover, when making investment decisions, increasing 
attention will have to be paid to competitiveness and 
the potential benefits to be derived from the international 
division of labour. 


The implementation of the development programmes 
incorporated in the new long-term plans is assumed to 
take place in conditions of a reformed system of plan- 
ning and management, and the year 1966 witnessed a 
noticeable progress in the execution of these reforms. 
Section 7 below describes the measures taken in this 
direction in the course of the year and indicates the 
different stages reached by the countries of the area at 
the time of the preparation of this report. 


In Hungary, where the basic outline of the reform was 
adopted only towards the middle of the year, the autho- 
rities were in the process of working out the various 
details. In the Soviet Union and Bulgaria, the first batch 
of industrial and transport enterprises was transferred in 
the course of the year to the new scheme providing for 
greater independence of enterprises. In Czechoslovakia, 
according to a decision of the Central Committee of the 
Communist Party in April 1966, the implementation of 
the reform was greatly accelerated so that a set of new 
measures was already in force by the end of the year. 


ps НОТЫ os - s i. | 

"веть Баба oe Sati “oe 
Cy eae. 1.6 
ВоВ we org ge Ate а: oe ae Sie 12.5 
(yt и 4.9 
(Сомеькяее dee 

#. 

Eastern Europed. МАИ АЕ A, 4.9* 
Вы 7723 
СА 25* 
Soviet Unione. 5 Sunes SAM bens vas 8.1 
Bogs pen. ЗЫ 
Е: 4.8 
Eastern Europe and Soviet Union@d А. TAS 
Вены 2.9 
Ее 4.1* 


Sources: National statistics, plans and plan-fulfilment reports. 


Norte. — Except where otherwise indicated, output data refer to “ gross 
production ”. The data cover state industry only in Hungary and state and co- 
operative industry in Albania, Bulgaria, Poland and Rumania. For the Soviet 
Union, they exclude industrial activity on collective farms, and for eastern Ger- 
many, handicrafts. Employment and productivity figures are in many cases derived 
from the other available data. 


a Targets set-in original plans. The figures shown in the table may differ from 
those implied in the reported data on the actual change during the year and the 
percentage of plan fulfilment, either because of plan modifications or because of 
differences in the base. Original plan figures are usually related to preliminary 
estimates of the base year: plan-fulfilment reports, as a rule, relate to the final 
returns of the base year. 


Ь The figures from 1965 to 1967 (inclusive) refer to “commodity production ” 


which is not strictly comparable with gross production because the former 
excludes work in progress. 


г The figures for 1966 and 1967 are given in terms of 1963 prices, the figures for 
the previous years in 1955 prices. 
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4 For the method of weighting output see Economic Survey in Europe in 1962, 
Part 1, Chapter I, p. 3, footnote 2. Beginning with 1966, the weight system has 
been shifted to a 1965 base. The following table provides a comparison of the 
new with the previous weights. 
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elected measures aiming at more flexible management 
ethods were introduced in Poland, while the wholesale 
се reform was completed in eastern Germany. 
As far as it has been possible, on the basis of fragmen- 
/ information, to ascertain the influence of the already 
introduced changes in the management methods on pro- 
duction, investment, etc., reference to it is made in the 
corresponding sections of this chapter. However, it is 
clear that no significant impact on the economy can be 
expected at this early stage. In Czechoslovakia, the Soviet 
Union and Bulgaria, 1966 was the first year of implemen- 
tation of the reform programmes. Moreover, as already 
indicated, in the two latter countries, only selected seg- 
ments of industry and transport were transferred to the 
new management system. The positive reports about the 
effects of the new measures should be interpreted with 
caution; also the various shortcomings in qualitative 


achievements reported in some countries should not be 
simply ascribed to the inadequacy of the new manage- 
ment methods. | 

As shown in section 7, the price reform was a major 
issue in 1966 in most countries which moved towards a 
new system of planning and management. At the begin- 
ning of the current year, new wholesale prices were 
introduced in Czechoslovakia and partly also in the 
Soviet Union, Bulgaria and Poland. The new wholesale 
prices, however, are only considered as a first step in the 
elaboration of new price systems needed for putting into 
full effect the reform of the planning and management 
methods. The following years, therefore, are likely to 
witness efforts aiming at developing closer links between 
wholesale prices, retail and agricultural prices, and in 
some countries also between domestic prices and those 
prevailing on foreign markets. 


2. INDUSTRY 


Between 1965 and 1966 industrial production advanced 
in the region by an estimated 8.4 per cent, slightly higher 
in the Soviet Union and somewhat lower in the eastern 
European countries considered as a group. Growth rates 
above those planned were attained in all countries; in 
the region as a whole, the actual rate of expansion 
exceeded the national economic plan targets by 1.7 per- 
centage points (see Table 2). 


The above-plan performance meant that in a number 
of countries the forecast slow-down in the industrial 
growth rate did not materialize and that in others it 
took a rather mild form. Only in four of the countries 
covered has the 1966 growth rate of industrial production 
been slower than in the preceding year — in some rather 
‘insignificantly. In the eastern European countries as a 
group there was a decline in the industrial growth rate 
from 8.3 to 7.8 per cent; in the Soviet Union the rates 
were about equal in these two years. 


Among the individual eastern European countries, 
Albania and — to a lesser extent — Hungary speeded up 
their growth rate; in eastern Germany expansion was 
well maintained, whereas in Czechoslovakia a very slight 
deceleration occurred. A somewhat more pronounced 
slow-down took place in Bulgaria and Rumania while 
the relatively largest occurred in Poland. 


Owing to the considerable changes in the rhythm of 
growth which occur within a calendar year* annual 
comparisons of the level of output provide a somewhat 
restricted view of the growth pattern. Indices on a 
quarterly basis provide a wider focus and are shown in 
Table 3. It can be seen that changes in production 


4 That is even after eliminating fluctuations caused by institutional, 
seasonal and other factors. The character of these latter fluctua- 
tions was described in Economic Survey of Europe in 1965, Part 1, 
Chapter I, pp. 7-9. 


TABLE 3 
Global industrial production in eastern Europe and the Soviet Union, 1964 to 1966 


Indices and percentage changes 


eT al bash ste pais ais 1.1966 1.1966 | 1.1966 | IV.1966 
Country I I ш ТУ I п ш ТУ 1.1965 1.1965 11.1965 | IV.1965 
un 
Index 1960 = 100 Percentage change 
Seasonally adjusted 
и ae ie аа 150 171 193 | 164 169 173 178 | 188 193 190 194 14.6 14.0 10.1 9.0 
Czechoslovakia. ..... 12012023931 128 129° °130 13017138 5138. 137 140 8.1 7.0 a 6.8 
Eastern Germany”... .| 124 132 140 1280133" 131 “33137 140: 137 145 7.0 4.8 5.0 9.0 
Peary ses ee >, 140 147 156 | 148 145 146 149 | 155 155 156 161 4.5 6.9 Tall 8.1 
Poland? Ween! «0%, Se. 3. 138 151 162 | 149 150 .155 151 | 158 159 167 164 6.0 7 Я» 9.0 
Rumania ое. 170 192 214] 184 189 194 198 | 203 211 218 226 10.1 11.5 12.4 14.0 
Seasonally unadjusted ув 
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Soviet Union .. «+ » » 139 151 164 7.9 8.1 8.9 9.5 


Sources: Derived from national statistics; 


and ECE, Statistical Indicators of Short-Term Economic Changes in ECE Countries, 


а Partly revised figures. 
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showed little continuity from quarter to quarter, in a 
number of cases sharp upswings alternating with declines. 
Among countries for which data are available, only 
Rumania enjoyed a fairly even pace of expansion in 1966. 
In Bulgaria, the steady rhythm of expansion was broken 
in the third quarter, during which production actually 
declined; the level of output in the fourth quarter was 
only marginally above that in the second. The situation 
was somewhat similar in eastern Germany where, how- 
ever, growth resumed with great vigour during the fourth 
quarter. In Poland, the first and the third quarters, and 
in Hungary and Czechoslovakia, the first and last quar- 
ters, brought considerable advances; little change was 
registered in the latter two countries in other parts of 
the year, whereas in Poland the last quarter was charac- 
terized by a decline in production. 


A comparison of the production levels in the various 
quarters of 1966 with those in the corresponding quarters 
of the preceding year (see last four columns of Table 3) 
reveals a steadily rising rate in Hungary, Rumania and 
the Soviet Union and a decreasing rate in Bulgaria. In 
Czechoslovakia there was a declining trend in the first 
three quarters and an increase in the last. In eastern 
Germany and Poland, the year-to-year increase in the 
second quarter was smaller than that in the first, but in the 
following period an increasing tendency was apparent. 


Output per man rose at a lower rate than in the preced- 
ing year and significantly less than planned in Bulgaria 
and Czechoslovakia. The other countries were able to 
meet their plan target, and in two countries — Hungary 
and the Soviet Union — the growth rate was somewhat 
higher than in 1965. In the area as a whole, the rate 
of growth of labour productivity accelerated slightly 
owing to the improvement in the Soviet Union. As in 
the previous year, increases in employment were almost 
everywhere higher than expected. 


Reports point to some progress in the implementation 
of qualitative guidelines. Measures to increase control 
over the quality of production bore fruit in a number 
of countries, particularly eastern Germany, Poland and 
Hungary. Progress was made towards greater diversifica- 
tion of consumer-goods production and in the turning 
out of technically more advanced types of goods. There 
were some shifts in the structure of production of the 
basic metals and chemicals branches in a number of 
countries (Hungary, Poland and Rumania in particular), 
from simpler to more processed items, increasing the 
value added per unit of raw material, on the one hand, 
and leading to the reduction of shortages and/or saving 
on imports on the other. Shifts in the composition of 
fuels and better utilization of energy and material supplies 
were reported among other achievements, and increased 
profitability cited as an indicator of improved qualitative 
performance. 


However, given the great importance attached at the 
present time to quality and efficiency improvements, the 
progress made in these directions is still rather modest. 
In a number of countries (Czechoslovakia, Hungary and 
Poland) a relative increase of industrial and trade inven- 
tories, particularly of finished products, was once again 
noticeable, indicating insufficient progress in solving what 


is perhaps the most acute problem — that of adaptation 
of the structure of production to demand requirements. 
In some countries, the rather steep increase in employ- 
ment, although partly necessitated by shifts in the struc- 
ture of production and/or the need to expand labour 
absorbing processes (in order to obtain a better product), 
was to a large extent the result of the familiar tendency 
for enterprises to expand employment above real needs. 
Extensive use of capital resources, inadequate pace of 
adaptation of new technological processes, slow master-_ 
ing of new productive facilities, inadequate integration — 
of productive processes and insufficient co-operation be-_ 
tween intermediate and final producers have been cited — 
as the problem areas on which attention must be focused, | 
and where solutions are indispensable in securing а 
smooth and efficient functioning of the economy. 


It is difficult to identify the factors which have had 
an especially strong influence on industrial performance 
in 1966, the more so to provide any generalizations with 
respect to the situation in the various countries. In the 
Soviet Union, the industries performing particularly well 
were machinery and the light industries, both known to 
have significant reserves of productive capacity, implying 
that improvements in the supply of raw materials and/or 
increased demand were among the factors to be credited 
for the marked growth. In a number of countries the 
high level of agricultural supplies in the latter part of 
the year tended to have a favourable influence on the 
performance of the food-processing industries, which as 
a result showed much better returns than were envisaged 
in the plan and, in cases such as Albania, Czechoslovakia 
and Hungary, was reflected in an acceleration of the 
growth rate. In Bulgaria and in Rumania, the rate of 
completion of investment projects was — as usual — of 
decisive importance; the same was apparently true in 
Albania for this particular year. In eastern Germany, a 
steady and relatively well adjusted flow of supplies of 
inputs can perhaps mainly be credited for what has 
become a rather even rhythm of industrial development. 
In Hungary, in addition to the improvement in agri- 
cultural supplies, a quickened pace of investment activity 
and a higher level of consumer demand — partly result- 
ing from a better adaptation of production to demand 
patterns — provided the dynamic elements, whereas in 
Poland, significant additions to capacity in some areas, 
combined with the need to provide structural adjustments 
in others, were the most important factors shaping the 
development during the year. 


In discussing these factors, mention must also be made 
of the impact of the recent changes in the planning and 
management system, although it must be added that in 
most countries the experience with the latter is too short 
or too limited in scope to have had any appreciable 
influence. The preliminary results of the reform undoubt- 
edly appear to be encouraging. In the Soviet Union, the 
enterprises (about 700) 5 which changed over to the new 
system raised their output by 10 per cent, their labour 
productivity by 8 per cent and their profits by 25 per 


5 These enterprises employed around 2 million people 
labour force of 28 million. Peopis out ofa 


ent, the latter two indices being considerably more 
ourable than the corresponding 5 and 10 per cent 
spectively for industry as a whole. In Bulgaria, enter- 
rises working along the lines of the new system also 
ecorded relatively better performances than those oper- 
ating under the old system, particularly with respect to 
het output and profitability.6 In eastern Germany, the 
introduction of new prices for basic materials in 1964 
and 1965 was reported to have had a favourable influence, 
contributing to a more rational utilization of power and 
material supplies. Similarly, in Czechoslovakia, the adop- 
tion of a new yardstick for measuring enterprise perform- 
ance, that of “ gross income ”, was reported to have been 
instrumental in lowering production cost; and, in Poland, 
a sample survey conducted among enterprises affected 
by the 1 July 1966 reform’ also produced a rather 
favourable appraisal. 


~ While the experience with the reforms is thus promis- 
ing, the preliminary nature of the conclusions reached 
must be strongly emphasized. In the first place, for 
instance, the fact that in the Soviet Union and Bulgaria 
only a selected number of enterprises were operating on 
the basis of the new principles has meant that the results 
cannot easily be projected on a wider scale. In many 
instances the selected enterprises were, to begin with, of 
a better than average performance, and evidently it is 
only in the present phase of the reform, when average 
and below average enterprises are included, that a 
broader basis can be obtained for assessing the effect of 
the reforms. In the second place, the fact — for inst- 
ance — that in Czechoslovakia broad measures in some 
fields were not accompanied by necessary changes in 
others, leaving a great number of limitations and restric- 
tions (e.g. the old system of prices, differentiated deduc- 
tions from “ gross income”, subsidies etc.), makes it 
‘difficult to reach any firm conclusions. 


The plans for 1967 envisage a somewhat slower growth 
rate than that attained in 1966, although in most coun- 
tries the current plans are more ambitious than were 
those for the past year. Aided by the high level of agri- 
cultural supplies from the harvest of last autumn, a 
relatively high growth rate is envisaged for the consumer- 
goods sector in a number of countries, including the 
Soviet Union, Hungary and Rumania; in the latter, the 
increase in the production of consumer goods is planned 
at a higher rate than that of producer goods.§ The 


6 Results for the first half of 1966 were as follows: 


(Percentage increase 
over first half of 1965) 


Enterprises under : 


old system new system 
Gross output . ..... 14.1 16.6 
INetroutput . 51... = 14.2 26.4 
Net output per man 6.3 15.3 
Accumulation. ..... 20.4 40.4 
Wace fund (oer. - « = 9.6 13.6 


7 Referring to enterprises engaged in activities connected with 
foreign trade, see section 7 of this chapter. 

8 Output of consumer goods will increase by over 12 per cent 
which is about 2 percentage points higher than the corresponding 
figure for producer-goods output. 
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growth of industrial employment is planned to slacken 
almost everywhere, whereas the growth of labour pro- 
ductivity is to accelerate or at least be maintained. 


Developments in individual countries 


The performance of Soviet industry can be judged, on 
the whole, to have been favourable in 1966. Instead of 
rising by 6.7 per cent as planned, production increased by 
8.6 per cent, which is practically identical to the rate in 
the preceding year. The growth of labour productivity 
accelerated, while that of employment slowed down. Both 
the producer- and-the consumer-goods sectors exceeded 
their plan targets, as is shown by the following figures : 


Percentage change from preceding year 


1964 1965 1966 1966 1967 
Plan Actual Plan 


Producers’ goods . . . 8.7 8.9 6.9 9 То 
Consumers’ 2004$... 3.8 8.3 6.0 if 6.6 


Data for individual republics indicate an up-swing in 
the industrial growth rate of the Russian Federation and 
Byelorussia, but a down-swing in that of the Ukraine. 
Industrial output of the Russian Federation and of the 
Ukraine increased in 1966 by 8 per cent and that of 
Byelorussia by 13 per cent. In 1965 the comparable 
figure for the Russian Federation was 7 per cent and 
for the Ukraine and Byelorussia 10 per cent. Over- 
fulfilment of the global production target was a feature, 
however, of all these republics in 1966.° 


Changes in the growth of various branches included 
a sharp step-up in the growth rate of light industry and 
a pronounced slow-down in the expansion of food 
processing (see Table 4). Other changes included an 
acceleration in the pace of expansion of the engineering 
and metal-working industry and a slackening in the 
growth rate of the fuel and energy industries.!° The rate 
of expansion of the metal-making, chemicals and con- 
struction materials industries — as well as the timber, 
woodworking and paper industry — underwent little 
change. 


The fact that the production level of the producer-goods 
sector was higher in 1966 than forecast can mainly be 
attributed to the performance of two branches — metal- 
making and metal-processing. Output of metallurgy rose 
by 9 per cent instead of the planned 6.4 per cent. This 
reflected a rise in the production of ferrous metals by 
some 7 per cent and of non-ferrous metals by about 
11 per cent. Both rates were similar to those achieved in 
the previous year, the former slightly above and the 
latter significantly above the planned figure. A consider- 
able over-fulfilment of the plan for non-ferrous metallurgy 
was also a feature of 1965; in both years this was owing 
to efforts to speed up projects, the completion of which 


® The plan of the RSFSR called for a 6.5 per cent production 
increase, that of the Ukrainian SSR for 5.5 per cent and that of the 
Byelorussian SSR for 8.3 per cent. 

10 And possibly also the glass and china industry, for which no 
data are available. 
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Glass and china . aq ei ss re a wee, = 
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Clothing Ся. OR RTS, SUE, Ae | 10.9 1.5 21.3 a 02s op, sete 
Fur, leatherand footwear. ........ 13.6 —3.0 Bu its 18.3 i Lien) ene 
Food ргосезеше::. 2 „Пси... 595 9.0 7.9 12.0 -- ас 22119295 
‘ и ony 
Czechoslovakia 5 я 
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ВЕ ОАО cena. cmt ee eae ee: —9.0 7.2, 9.2 ae = 4 
Спеписа отт. ЗУ Зы 3.0 10.9 13.2 7.0 9.2 ore 
Industrialconsumer goods. ....... —2.9 ой 7.1 he 6.4 Ех 
FOOd росе Вы Rise 3.3 127, 1.8 3.9 4.9 a 
Eastern Germany 6 
Дет а. ota ee eee mere nae 5.0 8.7 1.9 6.5 а 5.2 а 
Mining ie Е te ee Вене т Buy. a7 0.4 ae —0.4 
Мет ее ese See ne 1.4 6.7 4.9 a 5.4 
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с 
Nore. — Coverage the same as in Table 3, except for Bulgaria where the The 1966 plan-fulfilment report provides the following information on changes 
data relate to state industry. The 1966 Plan data refer to targets in original in output by ministries and other administrative divisions: 


plans. Percentage 
@ Electricity. Index 1966 of plan 
Ь The 1966 plan-fulfilment report and the 1967 Plan document provide informa- Serra See ее 
tion on output of the centrally administered enterprises subordinated to the a ; in 
various newly established industrial ministries as follows: ee “ rie Bnergy еее a fous 
= = inistry о DUN ere ciara. ene Е р 2 
Index preceding year = 100 Ministry of Olle see 104.8 100.9 
. Ministry of Metallurgy ... 1.6 «2 «6 + - 09.1 101.1 
A rai 0176 аи Чо Enpineeriig СО Е 112.9 101.6 
Be Basic industries: селе ey we 103 107 Ministry of Chemicals ........-.-.- 124.1 101.3 
Mining, metallurgy and potash ....-+-+++:->s 105 105 Ministry of Building ........-2--- 111.6 101.9 
Bepemicais и: st gerne ee ane) di aren Te ey ve 109 108 Ministry ой Porestty) (os sire. oo at ss ee 103.3 101.7 
Electrotechnical and electronics. . . . . +++ +++ 109 109 Ministry of Light Industry ......... 111.7 102.7 
_ Heavy engineering and completeinstallations .... - 103 105 Ministivacie hDOd Е Е ое НЫЙ 110.4 102.5 
Processing machinery and transportequipment .... 109 107 Industrial units in communal services. . . . . 106.2 103.7 
Might industry ее ен 106 106 Central Union of all artisan co-operation .. 116.8 104.0 
. пса и industry ап@ юоа.......- 106 106 нас 


Locally administered industry еее. 107 a ¢ Light industry. 
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had fallen considerably behind schedule.” Nevertheless, 
continuing shortages of metals were reported, in which 
connexion the 1967 Plan provides for a considerable 
increase of investment in both the ferrous and non- 
ferrous sectors.” 


The pace of expansion of engineering and metal- 
working has accelerated from 9 to 12 per cent, although 
no change in the growth rate of this industry was 
envisaged in the plan. Above-plan production was 
reported by all ministerial departments, the margin of 
over-fulfilment having been particularly high in the case 
of the Ministry of Instrument-making, Means of Automa- 
tion and Control Systems. Output of the enterprises 
under this Ministry increased by 16 per cent as against 
an actual rise in 1965 and a planned rise in 1966 of 
12 per сепё.13 Comparable data for the other ministerial 
departments accounting for the bulk of production in 
this branch are given below : 

Percentage 


Index numbers of plan 
Ministerial Department (preceding year = 100) fulfilment 
1965 1966 1966 
Heavy industry, power and trans- 
portmachine building .... 107 108 102 
Construction, road building and 
civilengineering ....... 111 112 102 
Chemicals and petroleum machine 
building meee Bone 110 110 101 
Metaltoolandtoolindustry . 109 110 102 
Motor-vehicleindustry ..... 110 114 102 
Tractor and farm machine building 108 110 101 
Machine building for light industry, 
food industry and household 
ДБ Е 33 сю оо 112 115 101 
Electricalequipmentindustry. . . 111 110 102 
Instrument-making, means of auto- 
mation andcontrolsystems. . . 112 116 103 


The chemicals industry slightly exceeded its plan 
target, although the plans for some major products such 
as synthetic resins and plastics, artificial and synthetic 
fibres and caustic soda were not met. Difficulties in 
meeting these plans were mainly the result of slow assi- 
milation of production processes and the consequent low 
level of utilization of production capacity. Nevertheless, 
output of synthetic resins and plastics rose by 21 per 
cent, and of artificial and synthetic fibres by 13 per cent 
(as against planned increases of 29 and 17 per cent 
respectively). Output of mineral fertilizers rose by 14 per 
cent as planned, a significant rise having also been 
reported in the case of sulphuric acid (10 per cent). 


Of the remaining branches, output of which is predo- 
minantly of producers’ goods, only the building-materials 
industry was apparently able to meet the target as 
originally envisaged. Output of this industry rose by 


"и Among the 1966 additions to this sector’s capacity were 
sections of the Bratsk Aluminium Works and the first stage of 
the Leningorsk (Kazakhstan) Polymetals Combine. 


12 See section 4. below. 
18 The total value of output of precision instruments, means of 
automation and computing machinery was reported to have reached 


the figure of 2,374 million roubles, an increase of 14 per cent over 
1965. 


9 per cent, production of cement rising by 10 per cent 
and of pre-fabricated concrete parts by 14 per cent. The 
fuel industry increased production by 6 per cent, ошрш 
of coal and natural gas rising at less than the originally 
planned rate and of petroleum slightly more than sche- 
duled.!4 The 1966 Plan provided for a 3.4 per cent increas 
in coal output which is in line with the target set for 
1970. The actual increase, however, was no more than 
1.3 per cent and the 1967 Plan now calls for a repetition 
of this modest gain. Instead of expanding production, 
at the present time the stress seems to be on improvin, 
the assortment, in particular on expanding the share of 
coking and other quality coals and on cost reduction 
which is to be achieved by, among other ways, increasing 
the proportion of coal obtained by open-pit mining. 
The lower than planned increase in natural gas produc- 
tion (12.1 as against 14.7 per cent in the original plan) 
was apparently due to inadequate progress in extraction, 
as the plan for the construction of pipelines has been 
very considerably over-fulfilled.1° Output of the energy 
industry rose by 9 per cent, output of electric power 
having increased by 7.5 per cent as compared with a 
planned figure of 11.3 per cent.%® 


The above-plan production of consumers’ goods was 
mainly due to the performance of light industry, although 
output of “ cultural and household goods ” also exceeded 
the planned level. Output of light industry, which hardly 
advanced in the preceding year, recorded a 9 per cent 
increase — double the planned rate. The upswing re- 
sulted from a greatly improved performance in the 
clothing and the leather shoe sectors.1’ The growth rate’ 
of the knitwear section, although it continued to be 
high, slackened somewhat. Production of “ cultural and 
household goods ” rose by 13 per cent, the plan having 
called for 11 per cent — а slight improvement over the 
10 per cent achieved in 1965. Considerable gains were 
reported in the production of domestic refrigerators 
(32 per cent) and television sets (20 per cent). Output 
of the food-processing industry recorded an advance of 
4 per cent after the 13 per cent increase of the preceding 
year — apparently less than planned. The 10 per cent 
increase in the output of meat and meat products was 
significantly above plan, but other sectors did less well. 
Production of sugar decreased by 12 per cent and less 
pronounced declines took place in the output of confec- 
tionery, vegetable oils and other foodstuffs. 


Among the eastern European countries, Bulgaria and 
Rumania maintained a very high rate of expansion, while 


м Tt must be noted that, according to the plan-fulfilment report 
all the relevant ministries were able to over-fulfil their production 
targets as defined in value terms. Apart from the difference between 
quantitative and value targets, the seeming discrepancy may be due 
to factors mentioned in footnote a of Table 2 and also to the fact 
that ministries do not account for the whole of production of a 
given commodity. 


15 6,500 km of main gas supply pipelines were reported to have 
been brought into operation; the plan provided for only 4,300 km. 
18 As in the cases mentioned in footnote 14 above, the Ministry 


of Power and Electrification was reported to have over-fulfilled its 
production target. 


ы “ Output ne ne se by 10 per cent and that of leather shoes 
y 7 per cent. In , the former remained unchanged whi 
latter advanced by 2 per cent, eine 


Albania accelerated its rate to a comparable level. 
igarian industry reduced its growth rate from 13.7 to 
2.2 per cent, having registered an increase in employ- 
ent comparable to that in the preceding year and a 
uificant decrease in the rate of growth of labour 
oductivity. The fuel, chemicals, engineering and con- 
ction material industries recorded largely unchanged 
id high growth rates; demand for the products of the 
er two branches being supported by the extremely 
sh increase in investment.'® However, the development 
f the engineering and the chemicals industries was re- 
ported to have been hampered by the inadequate standard 
of qualification of the labour force, a problem which has 
tecently tended to become more acute owing to the large 
influx of labour from farms into these branches. Output 
‘of the chemicals industry developed in 1966 mainly in 
two directions : fertilizers and pharmaceuticals.!9 The 
energy industry raised production by 17.6 per cent, after 
the 18.9 per cent gain in 1965, sufficiently to overcome 
what was termed a critical supply situation,2° while 
output of metallurgy rose by 17.2 per cent, an impressive 
although reduced rate.?! Very high growth rates were also 
registered by the pulp and paper industry — 25.5 рег 
cent, and the glass industry — 15.4 per cent, the latter 
opening new plants for bottle making (in Pleven and 
Plovdiv) and for a sheet glass factory (at Razgrad), 
output of which is mainly for export, as well as by the 
clothing and the fur, leather and footwear industries 
(26.0 and 18.3 per cent respectively), which are also 
export oriented. 


An important feature concerning the textiles and the 
food industries in 1966 is the beginning of a moderniza- 
tion drive aimed at raising labour productivity and 
improving the quality of production. Plants producing 
woollen, cotton and silk fabrics have received modern 
equipment, mainly of Italian and French origin. The 
-wine-producing industry is being equipped with new 
French, Danish and Czech machines, and similar re- 
equipment is contemplated for other sectors of the light 
and food-processing industries. 


Rumanian industry increased production by 11.7 per 
cent compared with 13.1 per cent a year earlier. The 
growth rate of both consumer- and producer-goods 
output decelerated slightly, the former from 13.7 to 12 per 
cent and the latter from 11.9 to 11.2 per cent. The gain 


18 Output of metal cutting machines rose by 31.5 per cent, of 
agricultural machines and replacement parts by 29.1 per cent and 
of general metal-working machines and instruments by 28.3 per cent. 

19 The 20.7 per cent increase in output achieved by this branch was 
due among other things to the new plant for nitrogen fertilizers in 
Stara Zagora, the enlargement of the “Karl Marx” potassium 
plant in Dievnia and fuller utilization of the Burgas refinery. The 
new nitrogen fertilizer plant in Vratza will significantly affect pro- 
duction in 1967; currently, output of phosphorous fertilizers is 
being increased at the plants in Stara Zagora and Dimitrovgrad. 

20 Shortages in electricity supply are planned to be entirely 
eliminated in the course of the current Five-year Plan period. The 
Plan calls for the creation of “ reserves” to the extent of 10 per 
cent of normal requirements. 

21 Much of the expansion was here due to the further enlargement 
of the “ Kremicovtzi ” combine including the installation of con- 
vectors of 100 tons capacity. 
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in labour productivity was once again the highest in the 
area and exceeded the planned rate. CHF 3 

_ The growth of the energy branch remained impressive, 
output of electricity rising by 21 per cent — nearly as 
much as in the previous year — reflecting completions 
totalling over 1,200 MWh of new generating capacity. 
The expansion of the chemicals industry — including an 
increase in output of chemical fertilizers of 43 per cent, 
of synthetic fibres of 63 per cent and of plastics of 
25 per cent 2? — was faster than in 1965. The growth of 
the engineering and fuel industries was also higher, the 
latter being partly due to the 11 per cent gain in coal 
mining. Otherwise, the branchwise pattern of expansion 
remained little changed. Ferrous metallurgy kept up its 
steady and substantial advance,“ as apparently did the 
paper, wood-processing, light and food-processing indus- 
tries. The range of products of the light industry has 
widened and the food industry was able to improv ethe 
composition of its output — reflecting special efforts 
being taken in these directions. 


Problems of quality improvement and of meeting the 
requirements of modern technology are also attracting 
increasing attention in Rumania. According to official 
statements, there has been a lag, which has tended to 
widen, between the quantitative development of heavy 
industry — engineering in particular — and required tech- 
nological standards, thus creating difficulties in the devel- 
opment of the economy as a whole. In order to close the 
gap, a programme of modernization and of technical 
improvement was initiated in 1966, including the establish- 
ment of a number of research institutes co-operating 
closely with industry in development and design, and in 
advancing modern science and technology.” 


The expansion of gross industrial output in Albania 
in 1966 is reported to have surpassed the planners’ 
expectations and, indeed, to have represented the largest 
annual increment of production of any recent year, with 
an advance of 12 per cent over 1965, as compared with 
a target rate of 9 per cent. This was an impressive result, 
for not only was the growth rate of output about twice 
as great as in the preceding year but it was also far 


22 New units were put into service including the “ Gheorghiu 
Dej ” hydro-power station on the Argas River, the Bucuresti-sud 
power station, together with gas turbines and 100-120 MWh units 
at the Zudus and Fiutinele thermo-power stations. The complex of 
12 hydro-electric stations built on the Bistrita River below Bicaz 
has been completed with the installation of the last three units. 


22 These gains were less than planned, however. The increase in 
the output of sulphuric acid and synthetic rubber was also less 
than planned, production of these commodities having risen by 
15 per cent as against planned increases of 24 per cent and 32 per 
cent respectively. Major additions to chemicals capacity included 
units at the ammonia and ammonium nitrate sectors and aqueous 
ammonia plant of the Tirgu-Mures nitrogenous fertilizer combine; 
at the Urea factory of the Craiova Chemical Combine; at the 
phathalic anhydride plant and the ethylene oxide and glycol factory 
of the Ploiesti Petro-chemical Combine. 

24 In 1966, production started at the thick-sheet rolling mill of 
the Galats Iron and Steel Combine (partially), at the second thous- 
and m? furnace of the Hunedoara Iron and Steel Combine and at 
the “ Bucuresti ” Metallurgical Works. 

25 These include: the Institute for Electronic Research, the 
Institute for Research and Designing for Automobiles and Tractors, 
and the Research and Design Institute for Machine Tools. 


nual average of 8.7 per cent postulated in — for 
above the annual average of 8.7 per р ee oases 


_ фе new medium-term plan. Almost all branches exceeded 
their targets (except petroleum refining and, possibly, 
building materials), with particularly sharp increases 
occurring in the output of the copper mining and process- 
ing (56 per cent), metal-working (40 per cent) and elec- 
tricity generating (24 per cent) branches. In general these 
results were consonant with the scale of priorities built 
into the Five-year Plan, although neither a target nor a 
result has been announced for the chemicals branch, 
from which the first deliveries of artificial fertilizers (and 
some sulphuric acid) were made towards the end of the 
year. Much is expected of this branch in the coming 
years, when it is hoped that domestic production of 
artificial fertilizers will lessen reliance on imported sup- 
plies, and the 1967 Plan already foresees a volume of 
production three times as great as in 1966. 


In the remaining countries the growth rates of indus- 
trial production were unusually uniform in 1966, varying 
around 7 per cent. The 6.6 per cent growth rate attained 
by Hungarian industry represented a considerable im- 
provement over the 1965 performance. There was only a 
slight expansion in industrial employment and labour 
productivity increased at a higher rate than in any of 
the last five years. Greater economy was reported in the 
use of raw materials, and in some areas production was 
better adjusted to requirements than in the past. Never- 
theless, changes in inventories were less favourable than 
in 1965, although they grew less in relation to output 
than in the previous years. 


While all major branches registered gains in excess of 
those in 1965, the improvement was particularly pro- 
nounced in the case of the energy, metal-making, metal- 
processing, and building-materials industries — the latter 
two branches under the impact of the quickened pace of 
investment activity. However, an improved retail market 
also contributed to the better performance of the metal- 
processing industry, output of consumer articles having 
accelerated from 3 to 14 per cent. Production of tele- 
communication and pneumatic equipment, important for 
export, rose by 13 per cent as compared with 8 per cent 
in the previous year. With a rise of 12.5 per cent, the 
chemicals and rubber industries maintained their posi- 
tions as the fastest growing industrial branches, signifi- 
cant gains being registered in the output of super- 
phosphates (16 per cent), rubber tyres (20 per cent), 
synthetic fabrics and pharmaceuticals. Light industry 
raised its growth rate from 4.0 to 6.3 per cent, reflecting 
a better performance in the clothing sector. As in the 
previous year, the growth rates of the mining and the 
food-processing industries lagged considerably behind 
those of other industries. 


East German industry expanded production by 6.5 per 
cent, only marginally above the rate of the preceding 
year. Supplies of basic materials were reported to have 
improved and to have corresponded more closely to 
demand. The labour situation continued to be strained, 
but the introduction of a five-day working week on 
alternate weeks, and the shortening of the working week 
from 48 to 45 hours for about 3 million workers — mainly 
in the service sectors but also in industry —had по 
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derived from an increase in output per man. 5% 
‘Changes in the growth rates of the major industria 
branches were relatively small except that the ene 
industry developed much faster than in the precedin 
year. This branch, which in 1965 had lagged behind the 
plan target very considerably, put up a better perfo 
mance in 1966 although electricity generation was still 
somewhat less than planned. For two years the пиши: 
industry practically maintained its 1964 output level, the 
main reason being the cutback in the original plans for 
the development of brown coal extraction; lignite produc- 
tion declined somewhat as compared with the level of 
1965. The growth rate of metallurgical output showed 
little change at about 5 per cent, but the expansion of 
the metal-processing industry accelerated slightly. Within 
this branch, precision and optical instruments — as well 
as the electro-technical industry— were the leading 
sectors, the stepping up of the production programme 
for electronic data processing machines obviously having 
had an impact. Whereas a considerable slackening in the 
growth rate was registered in heavy engineering and ship- 
building, developments in general engineering were satis- 
factory.2 The chemicals industry, which, owing to the 
already high base, is growing in eastern Germany at a 
slower rate than in the other countries in the area, 
expanded production by 8.4 per cent, an important factor 
being the commissioning of new oil refining capacity.” 


Developments in Czechoslovak industry presented a 
rather varied picture in 1966. In terms of volume, produc- 
tion expanded relatively fast. An even faster growth was 
witnessed in a number of sectors which in the past have 
been the cause of bottlenecks and which have otherwise 
lagged behind requirements. However, there was a re- 
appearance of the tendency for inputs and stocks to 
grow faster than output. The expansion of labour pro 
ductivity decelerated, whereas employment grew faster 
than in the preceding year. As a consequence the growth 
of industrial production was influenced by the less than 
envisaged growth of labour productivity. 


In general, progress in the achievement of qualitative 
targets was considered insufficient. The process of adap- 
tation of supply to demand was particularly inadequate, 
and it was noted that only a little progress was made 
in raising the technical level and quality of production. 
Notwithstanding the impact of the reforms already under- 
taken, it has been felt that, with the limitations and 


visible effect on productive perfo 


*° Changes in the output of the various sectors of this branch were 
as follows (percentage increase over preceding year): 


1965 19664 
Heavy engineering. . . . 6.2 2.0 
Generalengineering ... 5.8 6.2 
Transportequipment. . . 1.9 За 
Shipbuilding ...... 13.6 — 
Forgingandcasting ... 5.0 2.0 
Metalware. дк а ра 4.6 8.8 
Electro-technica] koe 7.3 10.0 
Precision and optical in- 
struments... < ель 10.8 11.3 


Source: Statistische Praxis, Мо. 12, 1966. 
а First 10 months. 


2” See section 4 below. 


still existing, conditions have not yet been 
would speed up progress in these directions. 
roduction of the category of “ gross income” as 
ex of enterprise performance has had the positive 
ffects of stimulating greater economy in material inputs. 
Owever, it was of little help in channelling production 
n the required directions, and this is expected to be 
achieved, to a large degree, by the reforms introduced at 
| е beginning of the current уеаг. - 
_ With gross output rising by 7.4 per cent, final product 
ales for investment, consumption and exports rose by 
only 4.4 per cent, implying a more than proportional 
increase of production for inter-industry turnover and 
_ stock accumulation. Of the three sectoral uses mentioned, 
_by far the most important increase was registered in 
investment. Sales to this outlet rose by 9.9 per cent, 
those for consumption purposes by 3.3 per cent and 
those for export by 4.0 per cent; all the figures presented 
_ are significantly lower than the comparable ones for 1965. 


___ A deceleration was evident in all major branches with 

the exception of food processing. The slow-down was 
‘particularly pronounced in the case of the chemicals 
industry — from a rate of 13.2 per cent to 9.2 per cent. 
However, growth was higher than planned in this branch, 
as well as in the metal-making and processing industries. 
Of even greater importance was the fact that all these in- 

_ dustries underwent favourable internal structural changes, 
for example, raising the share of refined products in 
metallurgy, valuable plastics in chemistry, and spare 
parts in engineering. These improvements notwithstand- 
ing, it was reported that customers’ requirements were 
not fully met, imperfections in raw materials, sub- 
products and lack of spare parts continuing to hamper 
industrial performance. 


- The volume of industrial production per unit of basic 
funds (reciprocal capital output ratio) showed a continued 

improvement as against the trend during the period up 
to 1965. In the fuel-energy balance, the share of liquid 
and gaseous fuels — predominantly imported — was 
again somewhat up in comparison with the preceding 
year. 


The 7.4 per cent increase of industrial production in 
Poland, although higher than planned, was the second 
lowest recorded in the nineteen-sixties. The slackening 
was more pronounced in the producer-goods than in the 
consumer-goods sector, the latter exceeding its plan 
target to a larger extent than the Гогтег.?8 Labour pro- 
ductivity rose, as planned, at the same rate as in the 
preceding year and, while the reduction in the growth 
of employment was less than envisaged, the excess was 
in percentage terms equal to that in production. 


The lower growth rate for 1966 was planned partly 
with the aim of providing greater flexibility and appro- 


28 Recent changes in, and plans for, the output of the two sectors 
are as follows: 


Annual percentage increases 


1963 1964 1965 1966 1966 1967 1968 

Plan Actual Plan Plan 
Producer goods. ..... tes 10.1 9.8 Tet 7.5 7.0 8.8 
Consumer goods ..... 2.4 Г ИЯ: 5.5 6.8 4.8 5.9 


priate conditions for the necessary structural adjustments, 


and progress was in fact made in various directions. 


There was an accelerated growth “ in depth ” in a number 
of branches, many new items being assimilated and 
technical standards improved, this being particularly true 
of the chemicals, metallurgical and metal-working bran- 
ches. Efforts towards orientation of manufacturing pro- 
duction, particularly of the metal-processing industry, 
towards standards and requirements of western markets, 
bore results evidenced by a sharp increase in machinery 
exports to such markets. There were improvements in 
the quality and assortment of the output of consumer 
goods, the latter mostly in the food industry, partly 
related to the developments in agriculture and partly to 
earlier investments, particularly in milk processing. 


Against this, there were other less encouraging develop - 
ments. A relative increase in industrial inventories, parti- 
cularly of finished products, was once again noticeable 
— reflecting well-known rigidities and inadequate concern 
on the part of producing enterprises for the state of 
demand. As a result of delays in a number of investment 
projects, shortages have developed or have been accen- 
tuated in the supply of anumber of materials and semi- 
finished products. 


A rather limited number of industries accounted for 
the deceleration in the growth of industrial production 
in Poland in 1966. The majority of branches, in contrast 
to what was forecast in the plan, were able to maintain 
or even to accelerate their previous growth rates. Most 
important among the latter was the chemicals industry, 
the growth of which was enhanced by added capacity, 
particularly in fertilizers, synthetic fibres, ammonium and 
sulphuric acid and pharmaceuticals;*® and the non- 
ferrous metal industry, mainly as a result of the addition 
to aluminium сарасйу.30 Among the industries account- 
ing for the decline, the energy, fuel and — most impor- 
tant — the metal-processing industries must be mentioned. 
Output of electricity, brown coal and natural gas fell 
behind target*! and the expansion of the oil-processing 
industry slowed down drastically. The increase in output 
of the metal-processing industry was 9.6 per cent, roughly 
as planned, as against the 13.4 per cent advance registered 
in the previous year, the decline being partly due to the 
need for structural and quality improvement. With pro- 
duction of goods for the consumer market having risen 
by 9 per cent, the output of metal processing goods for 
investment and exports must have risen by around 
11 per cent. The expansion of the light industry quickened 


29 One-half of the planned increase in production in 1966 was to 
come from newly-constructed plants. Actual completions were 
reflected in an increase in the output of nitrogenous fertilizers by 
17.2 per cent (against 23 per cent planned), synthetic fibres by 
26 per cent (as planned), sulphuric acid by 7.2 per cent (plan was 
5.4 per cent) and pharmaceuticals by 13 per cent (plan was only 
around 4 per cent). On the other hand, output of synthetic resins 
and plastics fell considerably below the plan target, increasing by 
12 per cent as against an envisaged 33 per cent. 

30 Output of aluminium rose, in effect, by 16.6 per cent which 
— due to delay — was somewhat less than the 20 per cent planned; 
see also the section on investment. 

31 Instead of increasing by 9 per cent as planned, output of 
natural gas remained at the 1965 level. 


= eee Te i 18 tus mylar ed рн taht АЗИЗ rs 
Bee see reat ts i ан, Tate 5 ия EE заезжих POC} 
2%: < : Wy os 3 Saechirs 
Se ‘Global agricultural output, 1963 to 1966 SS tk okt ee 
Percentage increase over preceding year 
; | Average | в. 
Country ‚| cumulative 1963 1964 1965 1966 
| | rate 1960-1965 
Albania 
ние авы лы 6.3 10.0 1.6 —3.5 15% 
СОВР cosas а. 9.6 14.5 Tek —6.8 = 
Animaloutpute coe "2c > a tee 3.74 —_— 6.3 
Bulgaria к 
оба l THR осо 3:2 Я 11.4 1.8 15 
Cropiontputss Shc an Е. 2.3 4.6 10.3 —1.5 20 
Animal орион © 4.9 —1.1 137 8.3 ры 
Czechoslovakia 
Total strc me ar a tine —0.4 7.3 2.5 —3.9 10 
Crop output =. ва —3.2 15.0 —2.3 —11.6 20.5* 
Animaloutput ete eee а от 0.4 7.4 3 1.6* 
Hungary у . 
Товара нони temo 13 5.1 80 а а 4 
Cropoutputes Sas. ох “sem. © 0.7 8.4 2.5 —6.5 6-7 a 
Animaloutput ..... en tee 2.6 1.5 10.4 —4.0 2 | 
Poland | 
О ен РОЯ РТ 2.8 4.0 1.3 7.7 5.5 } 
Стори о suena 3.2 12.0 0.5 8.4 5.8 | 
Animal output 4. Se, 2.3 —6.4 2.3 6.6 5.2 > 
Rumania 
а semen, comic Ween RES aha DAS 3.3 6.3 6.7 1.2 
Сторон see А 25 10.0 3:3 6.4 
Amal outputince. аа 25 —7.5 14.7 4.5 
Soviet Union 
otal. Se ee 2.3 —7.5 14.4 1.8 10 
Crop output Gee. ee 1.9 8.9 29.0 —8.3 
Animal outputs... м № : 3.0 —0.1 —1.9 17.0 


Sources ; Statistical yearbooks, plans and plan-fulfilment reports. а Compared with 1956-1960. 


ed carry-over from the 1965 balance, global 

erformances can be considered as satisfactory; emphasis 
has been laid on improvement in yields; and the expan- 
‘sion of livestock numbers in the various countries is 
being adapted to feed availabilities in a more flexible way. 
In all countries except Poland and eastern Germany, 
the pig populations declined in 1966, but significant 
‘Increases in milk yields and average slaughter weights 
‘were reported everywhere. 


__ Improving levels of agricultural techniques are gra- 
dually exercising a stabilizing influence on trends in 
agricultural output. Seed and breed selection have been 
extended so аз to have a country-wide impact. Meliora- 
tion works of all kinds enhance the potential value of 
land, which responds to rapidly increasing fertilizer appli- 
cation. The idea of tractorization as a symbol of pro- 
gressive agriculture is giving way to the concept of 
“comprehensive mechanization which, in combination 
with the general electrification of the countryside, will be 
the decisive factor in raising agricultural labour produc- 
tivity. If this move is long overdue in several countries 
where shortage of labour is beginning to constitute a 
handicap to further progress, it may in others raise 
problems of supplementary or alternative employment. 


Income levels in the farm sector of all the countries 
have been improving in recent years, partly as a result 
of upward adjustments of producers’ prices and corrective 
measures in respect of labour payments and social 
conditions. In official policy less importance is given to 
questions of institutional farm structure;*? attention is 
concentrated on the economic aspects of agricultural 
production and the development of inherent potentialities 
in the various types of enterprises. State farms, co- 
operatives and individual holdings are all called upon 

‚ to contribute by utilizing available land, capital and 
j2bour resources in a rational economic way. 


In explaining the general success of agriculture in the 
Soviet Union and the eastern European countries in 1966, 
it would be difficult to define the respective parts played 
by the various elements — weather, technique and incen- 
tives —referred to above. One thing is nevertheless 
certain; even if the weather has assisted the improvement, 
government measures are assuming an increasingly im- 
portant role. The approach to the problems in the 
agricultural sector — which are far from being solved 
and will remain paramount for years to come — is 
everywhere undergoing profound changes under the 
pressure of general economic development. What is being 
attempted is the harmonious and comprehensive inte- 
gration of agriculture into the rest of the economy; and 
the measures required for creating the basic material 
and economic pre-conditions for further progress have 
yet to be elaborated. 


This is one of the important tasks to be tackled in the 
course of the implementation of the current medium- 
term plans which provide for a significant stepping up 


82 This general statement, however, does not apply to Albania 
where emphasis is laid on the setting up of new state farms on 
reclaimed land and the further collectivization of the outstanding 
10 per cent of cultivated area in private ownership. 
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of investment and industrial supplies to support the 
development of agricultural production.®? It is not a 
question of production at any cost, however; economic 
criteria have to serve as a guidance. The projected rise 
in the gross output of agriculture resulting from an 
increased application of industrial goods and capital 
assets has to be accompanied by a corresponding increase 
in net output. The solution is to be sought in intensified, 
specialized and rational use of all production factors by 
encouraging the initiative of farm managements and 
workers. 


Within the framework of the new system of economic 
planning and management in some eastern European 
countries, the farm enterprises as well as the industrial 
enterprises will be granted greater freedom in their 
activity. With the structure of production and the division 
of labour between branches in the various national 
economies becoming increasingly complex, agriculture 
can no longer be kept isolated from the rest of the 
economy. Vertically, the farms have to be tied to the 
so-called “ preceding” and “subsequent ” links in the 
final product chain by economic, and not merely admi- 
nistrative, bonds. The development of genuinely com- 
metcial-financial relationships between the farms and 
the suppliers of industrial means of production, on the 
one hand, and customers of their produce on the other, 
is on the agenda in all the countries. When the new 
models of planning and management have been con- 
sistently applied to agriculture, these relationships are 
envisaged to become the main instruments for the imple- 
mentation of centrally planned targets. Economic inde- 
pendence of enterprises — in particular co-operatives — 
would be the starting point for the setting up of the 
required organizational structure, in which the farms, 
as a counterpart, would build up horizontally integrated 
associations based on genuine production and marketing 
interests and not only on a merger of land, capital and 
labour. 


The process may be slow, but the ground for such a 
transformation is being prepared in all the countries. 
Agricultural prices are gradually being revised to reflect 
the full costs and leave a profit margin to guarantee 
farm reproduction on the basis of the enterprises’ own 
resources. The financial situation of the farms is being 
consolidated by remittance of old debts incurred in the 
course of hasty amalgamation and through the provision 
of adequate supplies of bank credit. New tax systems 
are designed to take account of the impact of differential 
rent. Greater attention is paid to the labour situation in 
agriculture which, from a productivity point of view, 
presents problems in most countries. The insufficient 
supply of qualified manpower is a key issue everywhere, 
and efforts are being made to raise the standards. 
Although an outflow of agricultural labour is a natural 
and positive by-product of industrialization, the process 
has in some countries been too rapid — in extreme cases, 
to such an extent as to threaten efficient use of material 
factors assigned to agriculture, as is claimed to be the 
case in Czechoslovakia. In other countries, seasonal 


33 See Chapter II, section 6. 


: biliti pleas! for ee AT importance 
ro} НЫЕ: and Из ramification in the economy at 
large. The paucity of published data, and especially the 
unsettled problem of prices, still limit the scope for 
qualitative investigations on a comparative basis. It 
would seem clear, nevertheless, that under prevailing price 


84 For a further discussion on Soviet and eastern European sources 
of the problems, briefly referred to in the above exposition, see, for 
instance, V. G. Vensher, Proizvodstvo, nakoplenie, potreblenie, 
Moscow 1965; a series of articles in Mezhdunarodnii selskokhozaist- 
venii zhurnal, No. 1, 1967; J. Tepicht, Ekonomista, No. 5, 1964; 
Г. Klinko, Planované hospoddistvi, No. 3, 1966; L. Skotta, ibid., 
No. 3, 1965. 


TABLE 6 
Areas and yields of selected crops in the Soviet Union 


Millions of hectares and quintals per hectare 


From a recent investigation of the price problem 
basis of the 1961 input-output ео it appears tat te 
agriculture in the national product, 20.4 
actual prices, would vary between 28-34 per cent at 
type and producer-type prices. See “ Application of 
tion models in the analysis efughiorenajee” prepares sogiied есо- 
поту”, Hungarian case study presented to the IVth meeting of 
Senior Economic Advisers, nine 1966, ECE, Geneva 
For an analysis of some important macro-economic дона 
in Soviet agriculture, resulting from the 1959 input-output tables, 
see Ekonomicheskie nauki, No. 1, 1967. On an assessment of the 
contribution of the various sectors to the national product on the 
basis of full labour costs (calculated on the inverse input-output 
matrix), the share of agriculture would increase from. 17.6 to 
26-27 per cent. 


1958 1963 1964 1965 1966 
Crop Are: Yields Are: Yields Area Yields Area Yields Area Yields 
Астор sotto: 30, они, 195.6 — 218.5 — 212.8 — 209.1 — м — | 
А tor. tose 121.5 11.1 130.0 8.9 133.3 11.4 128.0 9.5 (125) Эл . 
of which: : м 
ТОВ ме О, 66.6 с 64.6 2, 67.9 = 70.2 38 } 
Wheat {winters .%. але 18.2 16.2 16.4 12.9 19.0 13.8 19.8 16.1 : 
Summer). any ie 48.4 9.7 48.2 5.9 48.9 9.9 50.4 5.5 | 
Wanter-rye™." %. sass ieee 17.9 8.8 15.0 7.9 16.8 8.1 16.0 10.1 
Maize (for dry grain). . . . 4.4 23.3 7.0 15.9 5.1 27.0 a2 25.2 } 
Barley (зиттег)...... 8.6 13.1 18.4 9.1 20.3 13.2 18.3 10.1 
OPiS te spa ча по oe 14.8 9.0 5.7 6.9 5.7 9.6 6.6 9.3 
Море. ath. Pe 3.7 or Sf 4.0 4.6 3.5 9.8 33 6.8 
Воск Неа оные О 1.7 3.9 1.8 2.7 1.4 5.1 1.8 5.3 
Rice sea ие 0.1 20.1 0.1 25.6 0.2 24.3 0.2 26.9 
Ре И 043 ae —. 2.1 8.5 10.8 7.4 10.6 10.4 6.8 9.9 
Technical:cropsi >... {23 — 14.9 — 15.5 —- 15.3 — 
of which: 
GOON о Пен 2.15 20.2 2.48 21.0 2.46 as 2.44 23.2 
Suear-Beeies Е: 2.50 218 3.75 120 4.11 199 3.88 188 
Sunflower: seed. ..- 6% we 3.91 11.8 4.39 9.7 4.61 13.1 4.87 1.5 
а Wea Aa gill cs avy 1.60 РА 1.46 2.6 1.57 2.2 1.48 3.3 
Potatoes”. Alt и Se 9.5 91 8.5 84 8.5 110 8.6 103 
Foddenplantsri.y о ae 50.2 63.1 53.4 Rp ey 
of which: 
Grassland (annual) . . . . , 17.0 14.0 17.5 7.9 13.9 13.0 16.6 11.1 
Grassland (perennial) . . 14.3 Ил 13.6 14.5 12.6 15.8 13.4 17.2 
Maize (silage and green fodder) 15.3 134 27,2 70 22.3 124 20.2 88 
Hallowileandsen cts cts. 24.0 — 6.3 — 11.6 — 14.7 — 


Sources : Statistical yearbooks, plans and_plan-fulfilment reports. 
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TABLE 8 
| Livestock numbers in the Soviet Union 
Millions of heads at the end year census and percentage changes over preceding year TES ieee 


1963 _ 


1966 | 1964 1965 1966 
Livestock Actual numbers Percentage changes sy 
Total 
а ыы г А ae a =f 
и. of which 33.3 38.3 41.2 +1 +3.5 +3 
E dhe teckel ae 48.7 40.9 58.0 | +29 +13 —3 
т et iene. Sees 139.2 139.6 141.0 —6 +3.5 +4 
Е In state and collective farms 1 
CGE sil oka pela baa Т.е. деи В ae oe One zt ed rs 
of which: 14.8 22.3 24.1 +1 +4 +2 
ati Site ait > et ЕЛЬ 33.6 21.1 41.5 +39 +8 +0.2 
nig a Rea ig Se М И 102.8 108. | р 3 
Sheep and goats— .° ope. ; ok ie a3 
i In private ownership 29.2 24.1 9 
; oy erin, bier ma : { oe И oe 
of which 18.5 16.0 17.1 +0.9 +3 +3 
wee Е сы tere 155 32 16.5 +10 +26 —9 
и, ts age hen es ty ак < 91 3 36 4 31.1 3.3 2 
Sheep and goats ....... : 4 5 oe 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


way come to support the measures to stimulate produc- 
tion in the farm sector, which were laid down by the 
comprehensive reform programme launched in the pre- 
ceding year. 38 

In contrast to the situation in 1965, plant production 
was the most dynamic element. More grain was harvested 
than in any other year under the Soviet system. The 


38 See the Economic Survey of Europe in 1965, Part 1, Chapter I, 
pp. 24-28. 


unequalled cereal crop of 170.8 million tons was obtained 
on an area apparently some 2-3 million hectares smaller 
than in 1965; average grain yields being at a record level 
of 13.7 quintals per hectare (see Tables 6 and 7). The 
wheat crop alone has been evaluated at about 100 million 
{015.37 The Ukraine 38 produced some 34 million tons of 
cereals, or nearly 7.5 per cent more than in the preceding 


8? Direct communication to the secretariat. 
38 See Radianska Ukraina, 1 February 1967. 
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year, average yields reaching a level of 21.5 and those 
of wheat 24.8 quintals per hectare. The total grain harvest 
in Kazakhstan, of which three-fourths usuallyrepresents 
wheat, is reported to have exceeded its 1956 record by 
more than 1 million tons;%® in the RSFSR” cereals 
production totalled 99.7 million tons, or 45 per cent more 
than in 1965. No information is available on specific 
grain crops other than rice, output of which increased 
by 21 per cent owing to excellent yields on extended 
irrigated areas. Sowings of pulses are likely to have 
diminished, expansion experiments having been incon- 
clusive. 

The results for most crops other than cereals were 
also above those obtained in 1965. This was true for 
sugar-beets, although total quantities did not attain the 
planned level of 75.4 million tons as a consequence of 
a partial failure in the Ukraine, which in recent years 
has produced about 60 per cent of the total crop. An 
increase by 15 per cent, or nearly 3 million tons, was 
registered in the RSFSR, however. The cotton crop 
reached a total of 6 million tons for the first time, and 
the sunflower seed harvest exceeded the high level of 
1964. The potato crop showed a slight decline in com- 
parison with 1965, but green fodder was abundant and 
fruit and vegetable crops were excellent. 


Substantial progress was also achieved in animal pro- 
duction during 1966, and the general feed situation 
would seem to bode well for the current year. Data on 
livestock numbers at the end of 1966 (see Table 8) show 
increases of 4 per cent in cattle herds and for sheep and 
goats. The total pig population, although remaining 
stable in state and collective farms, declined by some 
3 per cent, the carry-over of feed from the 1965 harvest 
having been relatively small. It may be noted that, as 
in the preceding year, cattle in private ownership conti- 
nued to increase at a faster rate than in state and collec- 
tive farms; on the other hand, the impact of the feed 
situation on the decline in the number of pigs in this 
sector, following an expansion by 26 per cent in 1965, 
was much sharper. Significant improvement in milk 
yields contributed to a 5 per cent increase in total milk 
production. Output of meat and eggs rose by 8 per cent. 


The state purchasing and procurement plan was gener- 
ally over-fulfilled, the new price incentives having had 
a stimulating effect. The target for cereals, now remain- 
ing stable at 55.7 million tons up to 1970, was exceeded 
by 19 million tons. Whereas in 1965 the share of state 
purchases in total output had been kept at a very low level 
(about 30 рег cent)—care had been taken to leave adequate 
quantities of seed and feed on the farms to avoid un- 
necessary trans-shipments, which so often occurred in 
the past — the more or less normal ratio of some 43 per 
cent could be re-established in 1966 without any damage 
to farm requirements. Procurement targets for animal 


39 Cereals production in Kazakhstan: 


Average 
1956 1958 1959-1963 1964 1965 1966 
Total output (million tons) 23.8 22.0 15.8 23.9 7.6 
Yields (q/ha). . ..-.. 10.5 9.4 6.9 Olea at toe 


Sources: Statistical yearbooks. 


40 See Selskaya gazeta, 1 February 1967. 


production were also over-fulfilled; 10 per cent mor 
meat and eggs and 5 per cent more milk were bough 
up than in the preceding year. 

Available indicators tend to show that industria 
supplies to agriculture were stepped up considerably in 
1966 (see Table 9). A greater number of more powerful 
tractors was made available and deliveries of motor-_ 
trucks increased by as much as 50 per cent in comparison — 
with 1965. Fertilizer supplies expanded by 14 per cent 
and have thus nearly doubled since 1963, average per 
hectare application reaching about 32 kilogrammes. The 
rural electrification programme continues, but in spite 
of a yearly increase of 14 per cent in electric energy 
supplies to agriculture in the last two years, its share in 
the national total remains low, at about 4.5 per cent. 

Total investment in agriculture increased from 10.6 to 
about 12 billion roubles (see Table 10). Information is. 
not available on the distribution but the share of machin- 
ery is likely to have risen. The expansion of funds allocated 


TABLE 9 


A. Stock and deliveries of agricultural machinery 
in the Soviet Union 


In thousands (figures in italics in thousands of 15 h.p. units) 


1958 1964 1965 1966 1967 


Plan 
Stock 1001 |1539 11613 
ао vate. ce 1750 |2821 13032 
Grain combines 502 513 520 
Motor-trucks 700 954 982 
Deliveries. ..... 1575 2222293351127 287 
На ое 251.8 | 425.4| 482.1| 585 
Graincombines . . 64.9 78.6 79.4 86 96.5 
Motor-trucks 102.1 63.0 70.2} 106 150 
B. Fertilizer supplies to agriculture 
(In millions of tons) 
Total (in gross weight) | 10.6 22.0 27 A a 321 
Total п pure nutrient 
чаше Ae 2.46 5.04 6.30 | (7.20) 
In kilogrammes per hec- 
еле. i Bs: 22.8 28.5 | (32) 
of which: 
Nitrogenous... . . . 3:2 8.0 10.3 
Phosphatic...., Bias 3.8 5.8 6.8 
Phosphorous mea] . . 1.0 2.6 2.8 
Potashoeec.cy 1. as alle 6.4 8.6 


C. Supplies of electro-energy to agriculture 


(In billions of kWh) 
a es ie БЕ en ae ee eee 


Totalto agriculture. . 6.9 18.4 21.0 24 28 
As a percentage of na- 
tional total .... 2.9 4.0 4.3 4.4 


м 
Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
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(УР г Е к-т ss . ch: + у Br, a ‘) 
"РР Grain storage facilities and elevators 5.0 


а Wn Water supply facilities, irrigation, etc. 11.9 

FS 3i | cation: qk о. Е 4.4 _ 
к Establishment of orchards and 

a es О О ей ЗЕ 33 
a Yer Machinery andequipment . . . 35.7 
_ Sources: Statistical yearbooks, plans and plan-fulfilment reports. 


water supplies and irrigation also seems to have been 
apid. Е : 
- The implementation of the various measures to im- 
prove the material and financial basis of agriculture, as 
aid out in the reform programme of 1965, has been 
proceeding gradually. There is no longer any question 
of hasty changes in production and organizational 
‘patterns. As suggested above, the problems are of a 
ong-term nature and consist basically in creating organic 
s and equivalent conditions of exchange with other 
sectors of the economy. As such, the problems require 
a much more subtle approach, and above all a coherent 
‘set of economic, financial and fiscal devices which will 
guarantee that the enormous resources to be allocated 
to agriculture in the near future will yield adequate 
‘results in the form of net output per combined factor 
‘input. Whatever the type of enterprise,-economic effi- 
ciency will have to become the measuring rod and it 
may well be that in this context the state farm sector 
will encounter difficulties just as great as those in the 
‘collective farm sector. 
- The upward adjustment and improved regional diffe- 
rentiation of producers’ prices, in combination with the 
excellent output results, have had a favourable impact 
on farm incomes in 1966. The gross money incomes of 
the collective farms increased by about 15 per cent and 
‘the state farm sector as a whole is reported to have 
ended the year without deficit. The recent price revision 
should be seen, however, only as a first instalment in 
the elaboration of an adequate agricultural price system, 
which is linked partly to the final establishment of the 
soil cadasters but also depends on the solution of various 
theoretical problems.*! The partial cancellation of col- 
lective farm debts in 1965 and the greater flexibility of 


41 See Planovoe khozyaistvo, Мо. 11, 1966, рр. 13-19. 
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129 — ‹ 
490 
21 2.8 
36.8 38.3 


the credit system have created a more solid financia 
basis for enterprise activity; a significant share of credits 
is being granted in the form of direct state loans instead — 
of as advance payments on deliveries from the procure- 
ment agencies. 


One of the most important events in the collective 
farm sector in 1966 was the change in the system of 
labour remuneration following the government resolu- 
tion of 16 May 1966 “ On raising the material incentives 
of collective farmers ”. It recommends that the collective 
farms, in distributing their gross income, should provide 
for labour remuneration, in cash and in kind, to their 
members on a guaranteed monthly basis at a level 
related to rates and working norms applicable to corres- 
ponding categories of statefarm workers. This change, how- 
ever, should not be considered merely as a measure to im- 
prove the material conditions of collective farmers. In a 
way, it opens up a new era in the history of collectivized 
agriculture and constitutes an important and necessary 
step towards the creation of a modern agricultural sector 
on the basis of intensification, concentration and economic 
rationalization. Labour on the collective farms will get 
a price; remuneration to members will enter into costs 
of production on equivalent terms with other costs. The 
new system will probably need some time to assert 
itself in practice, however, and the Soviet authorities are 
well aware of the obstacles to be overcome. 

According to the plan-fulfilment report, most farms 
would have changed over to the new system in the 
second half of 1966. Preliminary calculations establish 
that a significant number of farms would be in need of 
state credits and the total labour remuneration bill of 
collective farms would increase by some 20-25 per cent 
in comparison with 1965.42 In the recent past, labour 


42 See Voprosy ekonamiki, No. 11, 1966, р. 33. 


210 = 


г. 1.12 Вы a et 
Е eae Se 
= Sher S 2 Se EO SOBRE gaat eile 
о Sarre, Sans nS tee ae 1.62 pal 43e* 1540 


Pints ek. ERP OS ke iP 20380 0.67 0.63 
oe | OAT ei, 0.39 
GT:O6 3.68 1 ви: 
747 5.66* 7.40 = ‘3291088 
г ~wasiqn эт 
EF onl 2701$ 
6.18 6.73 5925: 5241 27.0 29.2: г НбЛ 
1.35 1.80 ey 52 30.0 31.1 д got 
1.89 1.91 1.64 20.4 230. 52’ За 23 71а 
1.50 1.65 1.53 28.2 32.3 ‚ 33.2 2 AS вс 
IPOUTATOES Fes athe a es eee 12.89 12.87 12.86 12.82 AS 173 ef > aoe af 
Susar-beet- sae ee ee es 6.17 6.00 5.80 6.601 | 266 261 263 314 4 
Hungary 
увез оо а soe И 1:52 2.06 2.35 2.19 15.6 18.5 - eA hy Diol @ 
RVC eee Ss ен. Е 0.22 0.26 0.29 ~~ 0.24 10.3 10.7 bE 160358 
И Е © eens oer 0.87 0.82 1.01 0.92 17.9 15.7 20.2 ЯЗ но 
ПОНИ paler: to aaa ae in НИИ 3.55 Bah 3.56 (3.65) 27.6 29.0 29.3 (29.5) 
на. 2.03 1.65 1.49 (2.24) 87 79 ips (113) 
а о бое 3.43 3.55 3.45 (3.47) 290 268 286 
НОО ЕЕ ВО monies at cere oe 0.13 0.11 0.08 ae 10.5 10.6 7.9 
Poland 
ое. Lee oe 15.1 14.1 16.3 (16.2) 17.2 16.1 19.0 18.9 
of which: 
RARE oa GE Wa res Ti oy 3.07 3.07 3.40 3.60 19.9 18.7 20.6 21.5 
ОВО, 7.42 6.98 8.30 7.80 16.3 15.8 18.4 17.8 
Е Ta Te ote 1.48 1.27 1.50 1.40 19.8 17.0 21.0 20.8 
У роже 2.83 2.24 2.50 2.70 16.8 14.2 18.8 18.8 
TE OUROES Sah. а 44.87 48.13 43.30 46.80 158 169 154 169 
ОУ Ве ЕЙ 10.66 12.57 12.30 13.60 287 283 259 312 
Rapeseed =. {OP Ах 0.24 0.28 0.52 (0.47) 11.9 11.3 18.3 (15.2) 
Rumania 
Е des wus nia alee 10.44 iia 12.60 13.80 17.3 16.6 18.6 
of which: | 
imate ee eee ера. 3.80 3.82 5.94 5.10 13.2 12.9 19.9 
Maree ое 6.02 6.69 5.88 8.00 17.8 20.2 17.8 
ира ben clea eg 2.69 2.62 2.20 3.30 84 85 73 
ОВОС Е comes we, ok Ро, 2.30 3.67 3.28 4.03 129 193 Та. 
ОСТ ПО cl caus 5 Fates 0.51 0.52 0.56 0.67 10.9 11.1 12.2 


Sources ; Statistical yearbooks, plans and plan-fulfilment reports. 


payments have been rising at a fast rate; for the period 
1963-1965, the increase, calculated on the basis of remu- 
пегайоп per man-day, has been estimated at about 
37 per cent, but the overall level of remuneration is still 
ar below that prevailing in state farms.® 


_ The application of guaranteed labour payments which 
are based on state farm rates and work norms may pose 
some problems. The situation in respect of tariffs and 
norms on the state farms does not seem to be fully 


satisfactory at present and the transfer of the system to 


__* Data are not available for the country as a whole, but in 1965 
daily payments on collective farms in the RSFSR were still about 
31 per cent lower than on state farms, about one-fifth paying at or 
above the level, and another fourth nearly at the level of state 
farms. Ibid., рр. 26 and 30, 
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the collective farms may raise many practical difficulties.“4 
Whatever the circumstances, the measure will put a 
great stress on competent management of collective 
farms. Whereas, in the past, shortcomings in economic 
activity and errors in work organization were reflected 
primarily in the labour remuneration funds, these funds 
must now be established on a priority basis when re- 
sources are planned. The productivity aspect of the 
problem has to be taken into account. In this context, 
the significance of the efforts to expand and create new 
service, processing and industrial activities in the country- 
side is apparent. 


44 In the state farms there are about 12 different 6-grade scales 
which greatly complicate accounting with the workers. See Mezh- 
dunarodnii selskokhozyaistvenii zhurnal, No. 1, 1967, p. 24. 


TABLE 12 


Livestock numbers and output of livestock products in eastern European countries, 1963 to 1966 


Numbers of livestock in thousands, output of meat and wool in thousands of tons, of milk in millions of litres, of eggs in millions 


Numbers Output 
Y : 
и = Cattle of which: Pigs Sheep Meat Milk Eggs Wool 
Cows 
mibania os ss. 1963 . 402 149 112 1 581 3.6 15.0 0.92 0.20 
1964 . 427 157 147 1 682 4.5 15.8 1.90 0.21 
1965 157 1 641 
1966 
АЯ ne 1963 . 1 4944 568 2 097 10 308 ae 1 136 1 246 24 
1964 . 14704 576 2 607 10 440 385 1 246 1 326 25 
LOGS <5 65 on 1 450 4 581 2 408 10 310 464 1 346 1 449 26 
- 1966 . 1 385а 580 ca. 2090 са. 10 100 ae Me re 26 
- Czechoslovakia 1963 . 4 486 1 984 5 845 527 989 3 429 PH SINS 1.8 
1964 . 4 436 1 959 6 139 568 1 060 3 650 2 695 1.9 
1965 4 389 1 948 5 544 614 1 156 3 806 3 007 
1966 4 440 1 960 5 300 4 046 3 080 
Eastern Germany. . . 1963 . 4614 2 102 9 289 1 899 1 346 5 569 3 250 Pe 
1964 . 4 682 2 132 8 759 1 972 1 494 S751 3 696 7.9 
1965 4 762 2 169 8 878 1 963 1578 6 371 3 935 8.1 
1966 4 918 2196 9 312 1928 1 660 6 728 3 894 8.3 
9.5 
H Be eeestar so ee Ys 1963 . 1 854 779 6 127 2 370 840 1 750 1 887 : 
ig 1964 . 1 945 808 7 039 2 600 825 1 800 225 10.5 
1965 1919 782 6 590 2 460 890 1 709 2 393 10.2 
1966 (2 013) 772 (7 089) 1 740* 
751 7.3 
о 1963 . 9 841 6 070 11 653 3 056 2 334 12 273 5 
ee 1964 . 9 940 6 013 12 918 3 022 2 392 12 225 6 000 7.4 
1965 9 947 5 920 13 780 3 060 2 559 12 943 6 264 7.5 
1966 10 387 6 010 14 251 3 164 2 649 13 680 (6 200) (7.8) 
ites бони oh 1963 4 637 1 960 4 658 12 400 910 2 992 2 258 23 
es 1964 . 4 756 1 901 6 034 12 734 1 102 3 021 2456 25 
1965 4 935 2 008 5 365 13 125 1116 3 252 2630 25 
1966 5 190 2468 5 380 14 074 1147 3 850 2920 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


i - 1 Ш countries except 
Nore. — For livestock numbers, end-year census in a { 1 
Poland (mid-year ensus). Figures for meat are in terms of live weight in ali coun- 


tries, except Hungary and Bulgaria where they refer to carcass weight. For Albania, 
output figures relate only to state farms. 


a Excluding buffaloes. 
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Another problem which has come to the fore on 
many occasions in the course of 1966 is the introduction 
of “ full’ autonomous economic accounting, or the eli- 
mination of deficit financing, in the state farms. Although 
the state farms on the whole are better equipped than 
the collective farms, their situation has gradually dete- 
riorated, especially as a result of the large-scale trans- 
formation of backward collective farms into state farms, 
which meant not only a quantitative but also a qualitative 
change, and few of them are regarded as a success. The 
financial conditions of the state farms 45 are not at present 
such as to permit an immediate switch to full economic 
responsibility for enterprise activity, but in March 1965 
a request to solve the problem within the next five years 
was raised and vigorous measures in the field of planning, 


45 In 1965, out of the total number of state farms, 5,480 produced 
profits totalling 903 million roubles, whereas 5,273 ended with a 
deficit of 2,004 million roubles; only 795 attained a profitability 
exceeding 40 per cent, considered as a minimum for financing their 
own investments. See Voprosy ekonomiki, No. 11, 1966, p. 39. 


pricing and financing to increase their efficiency can 
expected. 

In nearly all the eastern European countries glob 
agricultural output in 1966 increased at a considerably 
faster rate than in any recent year, as data in Table : 
show. The main indicators of performances in the crop 
and livestock sectors of the various countries are sum- 
marized in Tables 11 and 12 and some information on 
industrial supplies is provided in Table 13. 

A repetition of the very favourable results of 1965 in 
Poland had not been expected by the authorities; a 
decline by some 3 per cent was even foreseen in the plan. 
The achievement of a 5.5 per cent increase, with nearly 
balanced growth in the crop and livestock sectors, was 
therefore highly satisfactory. Climatic conditions were 
not especially favourable to winter-sown crops; in the 
northern and western regions spring-sown cereals suffered 
first from drought and later from heavy rainfalls; local 
floods were reported and harvesting was rendered diffi- 
cult. Nevertheless, the total grain harvest came very 


TABLE 13 


Supplies of tractors, grain combines and chemical fertilizers in eastern European countries, 1963 to 1966 


Tractors and combines in thousands; fertilizers in kilogrammes of pure content per hectare of arable land 


Country 1963 1964 1965 1966 1963 1964 1965 1966 
Stocks 
Tractors Combines 
Albania@. . 3.5.5. 7.0 7.6 ed ae 0.4 0.5 ne aye 
Bulgaria “ие 54.6 61.7 67.4 722 11.9 12.0 11.9 1257) 
Czechoslovakia® .... 161.6 164.5 179.5 ae 9.8 10.5 11.9 ых 
EasternGermany® ... 111.2 ТИТ. 124.3 132.8 12.8 13.8 15.4 16.0 
Hungary с сане но 54.9 60.6 63.6 a 7.0 8.0 8.4 
Polandses, cma caine a 96.0 106.8 113 125 a x SE ms 
Ва 65.3 75.4 82 90.2, 32.5 35.4 37.0 42.9 
Deliveries 
т : 

Ааа: и. «. % 0.8 aye 0.6 at 0.04 mone 
Вырана eee. wese) oo ae 6.3 qc RS = 1.4 1.4 
Czechoslovakia@ .... 11.9 16.3 13.9 14.5 1.1 2.9 3.5 3.2 
Eastern Germany ...| 141 9.5 6.8 к. 1.8 1.2 14 1.4 
Hungary. oi... 10.1 8.4 7.5 65 | 21 1.4 1.7 
Poland See OO ny 20.6 20.4 23.5 22.6 0.7 1.4 ЗА 
RUMANIA. pee ee coene 10.3 12.6 9.7 11.56 3.6 3.1 2.2 4.0 
Albania’; о, 35 34 Ba a ae a 
Bulgaria. и... 37 59 73 95 
Czechoslovakia. .... 120 142 163 168 
Eastern Germany... . 226 251 278 286* 
Hungary... .... 59 67 70 85* 
РО... да 58 63 qe Bs | 
RUTTEN). ek 17 21 35 46 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 
@ Tractors in 15 h.p. units. 
4 Equipment in socialist sector only. 


¢ Fertili i i 
as ieee per hectare of arable land, except in Bulgaria (per hectare of cultivable 


lose to the level of the preceding year; no major changes 
ок place in areas, and average yields were only slightly 
delow the 1965 record of 19 quintals per hectare. Two 
consecutive years of good harvest have made it possible 
> reduce imports of grains*® and the 1970 target of 
ear self-sufficiency would still seem to be valid. Potato 
yields regained the 1964 level, but areas being somewhat 
smaller, production as a whole did not equal the high 

gure for that year, although it was 8 per cent greater 
ап in 1965. Sugar-beet yields, at 312 quintals per 
hectare, were a record and provided a total crop of 
nearly 14 million tons. 


_ The favourable feed situation, resulting from adequate 
‘supplies carried over from 1965 and an abundant fodder 
harvest in 1966, had a stimulating effect on the expansion 
of livestock. At the mid-year census, the cattle herd 
showed an increase of 4.4 per cent over the level in the 
‘preceding year; numbers of pigs rose by 3.4 per cent; 
the sheep population, which had been declining for 
several years up to 1964, continued to develop; and 
even the number of horses appears to have expanded.*’ 
Output of all animal products, except eggs, was at a 
higher level than last year. Total meat production 
increased by 3.5 per cent; the effect of price incentives 
to promote cattle breeding showed up especially in larger 
supplies of veal. Although the expansion of the cow 
herd was small (1.5 per cent), milk production rose by 
nearly 6 per cent owing to an improvement in yields. 


Producer-price adjustments in recent years and increas- 
ing output have greatly improved the income situation 
of Polish farms. Agricultural investment in the socialist 
sector increased by nearly 6 per cent in 1966. The global 
value of machinery deliveries appears to have been some 
4-5 per cent greater than in the preceding year. Fertilizer 

supplies increased by as much as 18 per cent. Industrial 
production of mixed feed is developing and in 1966 a 

new project for large-scale production of dried potatoes 
for feed purposes was launched. Great attention has 
also been devoted to the programme for development 
of agricultural transport services and rural building. 


In the institutional sphere, efforts are being made to 
promote the entrepreneurial activity of the agricultural 
circles. Although membership is growing, the circles do 
not seem to have fully played their expected role in 
stimulating rational co-operation between peasant farms. 


46 In value terms, imports of cereals declined by about 20 per cent 
in 1966 as compared with the previous year. 

47 According to a Polish expert, the slow replacement of the horse 
by motor power indicates an inefficient pattern in the mechanization 
process, the tractor in the Polish countryside still playing to some 
extent only a complementary role. See J. Tepicht, Ekonomista, 
No. 5, 1965. 

48 Potato growing in Poland extends to about 18 per cent of the 
arable area. About 20-27 million tons of potatoes, or nearly half the 
total output, is used as feed every year. Present preservation methods 
do not permit making reserves beyond the current agricultural year. 
A new and comparatively cheap technique for potato drying, build- 
ing on experiences from hay drying, has been developed. Market pro- 
duction has already started and, beginning in 1968, the engineering 
industry will supply agriculture with 150-200 drying installations 
per year. For technicalities see Mezhdunarodnii selskokhozyaistvenii 
zhurnal, No. 1, 1967, pp. 77-79. 
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New and more flexible rules for the utilization of the 
assets of the Agricultural Development Fund have 
recently been issued. 


After two consecutive years of disappointing results 
in the crop sector, global agricultural output in Czecho- 
slovakia showed an increase of 10 per cent in 1966. 
Yields of all major crops exceeded those in the preceding 
year. Areas under cereals showed some increase and total 
production amounted to nearly 6 million tons. Yields of 
potatoes, which had fallen sharply in 1965, improved by 
almost 60 per cent but did not reach the 1964 level. 
Sugar-beet yields attained a record level; after a signifi- 
cant fall in 1965, areas were restored and the crop 
totalled about 7.5 million tons. An extension of perennial 
grassland to support cattle breeding was noted and 
fodder was, in general, abundant. 


Animal output continued its upward trend at a slow 
rate. The carry-over of feed from the 1965 harvest was 
small but livestock production has in recent years been 
increasingly supported by feed grain supplies of foreign 
origin. A slight expansion of the cattle herd appears to 
have taken place; the pig population declined, however, 
partly as a consequence of the failure of the potato crop 
in the preceding year and partly as a result of the change 
in price relatives in favour of cattle. The progress in 
animal production was to a large extent obtained by 
significant increases in yields; milk yields per cow, for 
instance, improved by 5 per cent. 


Farm investments and industrial supplies to agriculture 
are continuously increasing, but complaints are made 
about their efficiency: on the one hand they are too 
large in relation to the improvement in productivity 
and push up the costs of production; on the other 
hand, they appear quantitatively and qualitatively in- 
sufficient to compensate the outflow of manpower, the 
structure of which is gradually becoming a real handicap 
to further progress in agriculture. Great efforts are 
being made to raise the qualifications of farm labour 
and improve income levels and social conditions in the 
countryside. 


Important changes in the operational activities of the 
farms are expected to take place in connexion with the 
introduction of the new economic system of planning 
and management in agriculture. The independence of the 
enterprises in the field of production and financial 
organization will be increased and the implementation 
of central plan targets will be guided mainly by indirect 
measures. New regulations for farm credits have recently 
been decreed with a view to promoting intensification 
of production; interest rates will be differentiated accord- 
ing to repayment periods and prospective efficiency of 
the projects. On 1 January 1967 an upward adjustment 
of most producers’ prices entered into force, partly to 
compensate for higher costs of machinery, industrial 
goods and services. The basis of the agricultural price 
policy would seem to be the following: unified product 
prices, valid for a period of five years for co-operative 
as well as state farms, are established at a central level; 
changes in demand are to be regulated by premia; agri- 
cultural enterprises, working in worse conditions than 
those in which the unified purchasing prices are based, 


receive differential price supplements. The growth of 
agricultural output will be supported by premia for 
increased market production; hitherto such premia ap- 
plied only to above-plan milk deliveries; they will now 
be extended to other animal and crop products and have 
been calculated to total about 1.5 billion Kés per year. 
State subsidization of Czechoslovak agriculture will 
continue, especially for technical development, intensifi- 
cation of production, improvement in living conditions, 
etc. In the current year, so-called “ stabilization ” grants 
to economically weak enterprises will be introduced with 
the aim of eliminating the specific causes of their back- 
wardness. From 1967 onwards, all agricultural enter- 
prises, including state farms, will pay an agricultural tax, 
differentiated according to basic conditions. It will 
consist of two parts: a fixed levy per hectare of farmland 
and a farm income-tax. This measure can be considered 
as an attempt to rationalize the accounting for capital 
expenditures in agriculture. 

No information is available on global output of the 
agricultural sector in eastern Germany, but partial indi- 
cators of crops as well as animal production seem to 
suggest an improvement on the generally favourable 
results of 1965. Weather conditions were especially 
favourable to potatoes, all beet and green fodder crops, 
per hectare yields being considerably above those of the 
preceding year. Cereals yielded well in comparison with 
the average of the last five-year period, but the record 
level of 1965 was not reached. The state procurement 
plan for livestock products was over-fulfilled in respect 
of all items and the total volume of purchases exceeded 
that of 1965 by 5.9 per cent. The share of domestic 
supplies in total requirements of meat and butter — the 
two animal products for which imports are still of some 
importance — improved further. The productivity of live- 
stock is reported to have risen. Average milk yields per 
cow, the highest in eastern Europe, increased by some 
4 per cent and reached 3,088 kilogrammes in 1966. The 
numbers of livestock in the major categories continued 
to expand, and the pig population at the end of the year 
exceeded the 1963 peak level. Rough fodder supplies 
would seem to be sufficient for a further expansion of 
livestock in the first half of the current year, but the 
somewhat smaller 1966 coarse grain harvest may require 
some increase in foreign supplies of concentrated feed 
and/or more rational use of available domestic resources, 
if central plan targets are to be achieved. 


Industrial supplies to agriculture are regularly improv- 
ing. The tractor density (ca. 25 units per 1,000 hectares) 
is by now relatively high and no striking changes in the 
level of tractor deliveries to agriculture have been re- 
ported in 1966. However, combine harvesting of cereals 
was extended to 81 per cent of the total area (72 per 
cent in 1965) and potato picking — an operation usually 
requiring a considerable amount of outside labour — was 
fully mechanized on 41 per cent of the area as compared 
with 30 per cent in 1965. The implementation of the 
programme for comprehensive mechanization of farm 
work is expected gradually to reduce seasonal labour 
requirements. Fertilizer supplies increased by some 3 per 
cent, thus adding to an already comparatively high level 
of per hectare application. 


Total investment in agriculture in 1966 would seem 


to have exceeded the planned level of 2.7 billion MDN, 


of which 57 per cent ought to have been financed by 
enterprises’ own funds and credits. According to the 
plan-fulfilment reports, the farms’ own investments 
amounted to more than 2 billion MDN, representin с 
69 per cent of the total; а substantial increase in the 
share devoted to melioration work was noted. ; 


The income situation of east German farmers has 
improved considerably as a result of the agricultura | 
price revisions of recent years and rising output. The 
gradual implementation of the principles of the new 
economic system in agriculture — with greater freedom 
granted to the enterprises in the field of planning and 
organization — also seems to have had a favourable 
impact on production efforts. Purchases of industrial 
supplies and sales of agricultural produce are taking 
place to an increasing extent on a commercial basis, 
Direct deliveries to customers are being encouraged. 
During 1966, a great number of inter-collective farm 
associations was established for the purpose of joint 
undertakings in connexion with land melioration schemes, 
storage, marketing and also processing of agricultural 
produce. 


The implementation of the last stage of the industrial 
price reform 49 implies some increases in prices for ferti- 
lizers, machinery, spare parts, repairs and transport 
charges, but additional expenditures will be offset by 
state subsidies. As a rule, the reform should entail no 
changes in costs and receipts of the agricultural sector. 


Global agricultural output in Hungary increased by 
some 5-6 per cent in 1966, offsetting an equivalent decline 
in the preceding year. Although weather conditions were 
comparatively favourable to the vegetation of most 
crops, local floods and stagnant water, especially during 
the harvesting period, appear to have caused some 
damage. The total bread grain crop was slightly smaller 
than in 1965, but it covers the requirements of the 
country, which is the main target pursued; with an 
expectation of higher yields, areas may even be slightly 
reduced in 1967. Maize and industrial crops gave slightly 
higher results than in the preceding year and a great 
improvement was recorded in potato yields. Vegetable 
and fruit production was abundant; only wine grapes 
yielded less than in the previous year. The expansion of 
orchards and vineyards has now reached a stage where 
stabilization would seem to be required; greater attention 
will be paid to supplementary capital investments in 
existing plantations, storage facilities and processing 
capacities. 


The small increase in animal output in 1966 occurred 
mainly on the basis of an improvement in yields. Accord- 
ing to preliminary estimates of livestock at the end of 
the year, the total cattle herd remained approximately 
at last year’s level, but other categories showed a decline 
which was especially noticeable for pigs. In spite of a 
reduction in the number of cows, milk output rose by 
nearly 2 per cent owing to a 6 per cent increase in yields. 


4° See Chapter II, section 7. 


_ Industrial supplies and investment in agriculture con- 
nued to expand. New plants for mixed feed production 
established in 1966. Special attention is being given 
od and stagnant water prevention, improvement of 
al road network, agricultural buildings and social 
ities in the countryside. Partly, the measures can be 
as links in the programme to control rural emigra- 
on, which is becoming a serious problem in Hungary. 
е 1960, agricultural manpower has decreased by some 
21 per cent; at the same time the value of gross output per 
ively employed person rose by 31 per cent and net out- 
ut by about 25 per cent.*° In the same period, per capita 
ncomes of peasants improved сопзега у. Taking 
ato account the skill structure of the agricultural labour 
force, the present level does not seem to compare un- 
favourably with the average level for industrial workers, 
but within the next five years the income gap is expected 
‘to narrow further. 


7». 


— In 1966, the first steps were taken to prepare the 
implementation of the new system of planning and man- 
agement in agriculture, which is intended to promote 
development by economic means and develop commer¢ial 
relationships with the farms. The price level of agri- 
‘cultural products was adjusted upwards, according to 
estimates, by about 8-10 per cent. A decree issued at the 
end of the year cancelled nearly 60 per cent of co-opera- 
tive farm debts as of 31 December 1965. Credits still 
outstanding must be fixed at a level so as to permit 
repayment before 1973. This was justified on the grounds 
that farmers had been unable to liquidate their obligations 
owing to unfavourable terms of trade and initial diffi- 
culties arising from the premature introduction of large- 
scale farming. By cancellation of old debts and reinforce- 
ment of the monetary funds of the co-operatives, the 
independence of farm management will be strengthened. 
‘In this new situation, the co-operative farms are expected 
to finance half of their investments from their own 
resources. Credit conditions have also been revised; 
for larger investment projects, credits may be obtained 
for a period of 35 years; short-term loans, covering 
6-8 years, will be serviced at an annual interest rate of 
1 per cent. Legislation is envisaged to permit a solution 
to the problem of dividend payments for shares in 
co-operative land held by owners who no longer work 
on the farms. Further incentives will be given, however, 
to production on household plots; no obstacles, whether 
open or disguised, will be allowed to stand in the way 
of this policy.*” 

After near stagnation in 1965, global agricultural out- 
put in Bulgaria increased by 15 per cent, the highest 
growth rate in the eastern European region. Plant Pro- 
duction was favoured by the weather, and yields of 
most crops rose substantially, those of maize, wheat and 
sugar-beet reaching record levels at 37, 28 and 392 
quintals per hectare, respectively. Sunflower seed, fruit 


50 Direct communication by the Hungarian Government to the 
ECE/FAO Agricultural Committee in December 1966. 

51 Between 1960 and 1965 per capita real incomes of peasants rose 
by 26 per cent. See А nemzeti jdvedelem és a lakossdg életkérulményei 
1965, Budapest 1966, p. 12. 

52 See Népszabadsdg, 16 January 1967. 
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and vegetable crops were also excellent. Only the harvest 
of grapes, suffering from an attack of mildew, and the 
tobacco crop, partly damaged by disease, did not reach 
the otherwise remarkable standards. Rather significant 
changes in sowings had taken place, tending towards an 
improvement in land utilization; the area under feed 
grains and fodder plants, for instance, increased at the 
expense of bread grains and sugar-beet. Good prospects 
would seem to exist for an expansion of livestock in the 
current year. In 1966, numbers declined slightly or 
remained at last year’s level, but significant improve- 
ments in yields were reported; milk output per cow rose 
by nearly 7 per cent and has now reached 1,804 litres. 
Total output of the animal sector was 5 per cent above 
that of the preceding year. Important achievements have 
been registered in large-scale poultry breeding under the 
guidance of the state trust enterprise Rodopa, which also 
contributes to the stimulation of livestock rearing on 
individual holdings by granting feed loans in proportion 
to deliveries. 

In recent years, enormous efforts have, been made in 
Bulgaria to create a sound basis for steady agricultural 
development and climatic conditions are thus only part 
of the explanation of the progress in 1966. Great attention 
has been given to selection of crop seeds and animal 
breeds, as well as to an expansion of phyto-sanitary and 
veterinary services. Fertilizer supplies have been rapidly 
increasing; per hectare application doubled between 1963 
and 1965 and a further increase by some 30 per cent 
was reported in 1966. Direct state investments in agri- 
culture were larger than in the preceding year. A large 
share was allocated to machinery, but the increase in 
resources devoted to electrification and land melioration 
appears to have been especially rapid. An important part 
of industrial investment projects was also designed to 
support agriculture. 


The implementation of the new system of planning 
and management in agriculture will, as everywhere else, 
give the farm enterprises greater freedom in organizing 
their activity. Some features of vertical integration in the 
agricultural sector are steadily developing under the 
auspices of product specialized state trust enterprises, 
such as Rodopa for meat and Bulgarplod for fruit and 
vegetables.® Horizontal organization will now be pro- 
moted by the setting up of inter-co-operative associations 
headed by a National Council of co-operative farms, a 
problem to be discussed at a forthcoming Congress in 
1967. This is one step in the direction towards the deve- 
lopment of commercial relationships between the co- 
operative farms and the trading organizations, which 
supply the farms with industrial goods and buy their 
produce. Hitherto the state purchasing agencies bought 
up total production for sale. With a certain abundance 
of output, the importance of quality standards and 
storage facilities for price determination will increase, 
however, and in such a situation the farm association 
may have greater bargaining strength than the separate 
farm. In Bulgaria the average level of agricultural 
prices is at present considered as adequate from the 


58 See the Economic Survey of Europe in 1965, Part 1, Chapter I, 
p. 34. 
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_ point of view of material incentives; differentiation by 
regions and relative product prices, however, remain 
problems which have not yet been satisfactorily solved. 

With an increase in global output of more than 11 per 
cent Rumanian agriculture has made a large contribution 
to the success of the first year in the medium-term plan. 
The total cereals crop was at a record level of 13.8 mil- 
lions tons, owing mainly to a 36 per cent rise in maize 
production, the wheat crop being slightly below that of 
1965. Exceptional results were obtained also in sugar-beet 
and sunflower seed and one million tons more potatoes 
were harvested than in the preceding year. Fruit and 
vegetable crops were excellent and the supply of grass 
and hay was abundant. 

Livestock rearing is expanding. At the end of the year, 
the cattle herd was at a level 5 per cent higher than 
in 1965; and the sheep population increased by 7 per 
cent. A considerable rise in yields was noted and produc- 
tion of milk and eggs made great progress. 

As in most other countries, the success in 1966 was 
attributable to the combined effect of weather and im- 
proved agricultural techniques. Fertilizer application has 
doubled since 1964 and now constitutes about 46 kg in 
pure nutrient value per arable area. In 1966, supplies of 
tractors and combines were at a considerably higher level 
than in the preceding year and the stock of machinery 
is rapidly increasing. Great attention is being given to 
the training of qualified personnel for farm management 
and agricultural technicians. 

In the institutional field, the year 1966 was charac- 
terized by the establishment of regional and local inter- 
collective farm associations under the leadership of a 
National Union. Within the union, a special department 
for fruit and vegetables has been set up to deal with 
problems concerning contracting, processing and market- 
ing of the produce in domestic as well as foreign markets. 


The cash income of collective farmers is reported to 
have increased by some 8 per cent in 1966, and the 
question of farmers’ pensions has been settled at a 
national level. 


After the disappointing results of 1965 (when gross 
agricultural production declined), both the plan for, and 


the results obtained by, the agricultural sector in Albania 
in 1966 reflected the Se of oe authorities to 

roceed rapidly to higher yields in a wider area in the 
roa year of the Fourth Five-year Plan (1966-1970). 
It is reported that 18,600 hectares of new land were 
reclaimed (an increase over the preceding year of 70 ре: 
cent), while the irrigation capacity was extended by a 
further 12,000 hectares, or some 6 per cent. The larger 
area under cultivation, and favourable weather, resulted 
in a record harvest, although it is not yet known whether г 
the planned increment in gross agricultural output of 
15 per cent was attained. If it was not, the shortfall is 
unlikely to have been great, particularly in crop output, 
since the area sown to bread grains was increased by 7 per 
cent and the target increment in procurements of 13 per 
cent is reported to have been amply over-fulfilled.** A 
good start also appears to have been made in the policy 
of greatly increasing the cultivation of potatoes as a 
substitute for cereals, with a fourfold increase in the 
area sown to this relatively new crop for Albania between 
1965 and 1966. A further increase in production of 
potatoes of 57 per cent is planned for 1967, when it is 
envisaged that crop output and cereals production should 
rise by 21 per cent and 10 per cent respectively (as com- 
pared with a planned increment in gross agricultural 
output of 16 per cent and in livestock output of 9 per 
cent). At the same time as the campaign for land recla- 
mation and melioration is continued (investment in agri- 
culture is planned to rise by 6 per cent in 1967), it is 
hoped to favour more intensive cultivation by encourag- 
ing-further collectivization in mountain districts (rapid 
progress in this direction having already been reported 
in the latter months of 1966 55 and a voluntary reduction 
by collective farmers of their private plots from three- 
fourths to one-fourth of an acre. 


54 The increases in procurements of a number of main crops 
obtained by comparing the planned increment with the reported 
degree of plan fulfilment are as follows: bread grains (including 
maize), 14 per cent; potatoes, 150 per cent; sugar-beet, 25 per cent. 
The plan for meat procurement was underfulfilled. 


55 See Zeri i popullit, 29 January 1967. 


4. INVESTMENT 


Outside Bulgaria, where the value of investment out- 
lays shot up in 1966 by about one-fourth, the rate of 
expansion of investment activity, measured by the volume 
of investment outlays, was generally at the high level 
experienced during the last years of the preceding plan 
period. In relation to the annual plan targets, the actual 
performances in 1966 were on the whole satisfactory, 
falling short of the plan targets in three countries (Ruma- 
nia, eastern Germany and the Soviet Union). 


58 For a summary of developments in the investment field during 
the plan periods ending in 1965, see the Survey for 1965, Part up 
Chapter I, section 4. See also the special article devoted to long- 
term trends in investment activity in the Economic Bulletin for 


In 1966 the share of expenditure on machinery and 
equipment continued to increase in relation to the volume 
of construction everywhere. In most countries, construc- 
tion programmes actually lagged behind the plans, and 
were often accompanied by the under-fulfilment of 
targets for dwelling construction. Inadequate supplies 
of building materials were frequently blamed for this 
development, but scarcities of skilled labour were also 
a contributing factor in some countries. 


Europe, Vol. 18, No. 1. Section 6 of the present chapter describes 
and analyses trends in investment as envisaged by the new medium- 
term plans for the 1966-1970 period. 


ly a few data referring to the sectoral and branch- 
pattern of investment in 1966 were available at the 
of preparation of this report. No clear pattern of 
common to the countries of the area could be 
г aed, partly reflecting the fact that annual fluctua- 
ns in the composition of investment outlays may 
epart quite markedly from the long-term trend. On the 
ther hand, the usual problems and shortcomings asso- 
ated with the implementation of the investment policies 
п appeared everywhere, though in varying degrees. 
g costs (in relation to original estimates), excessive 
dispersal of resources on too many sites and delays in 
mpletions, resulting in increasing volumes of uncom- 
ted projects, were again among the most criticized 
stortions. The attempts to remove or to correct them 
are part and parcel of the current reforms of planning 
and management.®” Among the measures the application 
of which has already started, the most relevant are those 
directed at increasing the autonomy of the enterprise in 
the use of investment funds. The decentralization of 
investment financing, relying on the enterprises’ own 
resources and on credits, and coupled with the intro- 
duction of capital charges, has already been institution- 
alized in some countries and is an object of experiment 
in others. Their further spread and scope is intimately 
linked to the pace of progress in the implementation of 
the envisaged comprehensive reforms of the planning 
system. 


SS 


Investment activity in individual countries 


In the Soviet Union total investment outlays rose by 
6 per cent, a rate somewhat lower than in the preceding 
two years and lower than planned. No sectoral break- 
down has as yet been published, but 12 billion roubles, 
derived from all sources, were expended on agriculture 
“compared with 10.6 billion in the preceding year, indi- 
eating the priority attached to this sector. Within agri- 
cultural investment, the share financed by the collective 
farms and their members must have risen. This is indi- 
cated by the small increase in the overall centralized 
investment (4 per cent) as well as by the rapid expansion 
of collective farms’ gross incomes, which rose by 15 per 
cent in 1965.58 


The value of productive fixed assets was reported to 
have grown by 8 per cent in 1966, ie. faster than the 
volume of investment. It would appear that there was 
some reduction in the volume of uncompleted construc- 
tion. About 400 new large enterprises became operational 


57 See the Survey for 1965, Part 1, Chapter I, section 7 and 
section 7 of the present chapter. 


58 For productive investment, the following estimates indicate 
the orders of magnitude involved: 


1966 1967 


Plan 
Billion roubles 


1965 


Total productive investment in 


agricultures ss + gees 8 10.3* 11.3 
of which: 

statefarms ...... 5.2 5.3% 5.7 

collective farms .... 3.6 5.0* 5.6 


Sources : Statistical Yearbook for 1965 and the 1967 
Plan. The estimates for 1966 have been obtained by 
applying the percentage rates of growth foreseen for 
1967 to the value figures also given in the Plan, 


(compared with 470 in 1965 and a yearly average of 
more than 1,000 in the peak years 1958-1960). Changes - 
in the additional industrial capacities in some selected 
lines of output are illustrated by the following data: 


Installations of productive capacities in some industrial branches 
in the Soviet Union а 


Annual average 


Unit 1952- 1959- 1965 1966 
1958 1965 

Electric power Million kWh AS ines lame t 10 
Coal Milliontons 264 17.1 14 20 
Steel Million tons 2 3.3 se 5 
Mineral fertilizers Million tons 1 ВИ 19 3.4 
Artificial fibres Thousand tons 12 45 67 47 
Cement Million tons 245515:3. 5S 4 
Textile looms Thousands 7 10 13 12 
Leather shoes Million pairs 9 14 8 11 
New railway lines Thousandkm 0.6 1.1 1.6 552 


Electrifiedrailwaylines Thousandkm 0.8 2.2 2.4 2.1 


Sources : Statistical yearbooks and plan-fulfilment report. 


а Construction of new enterprises, and extensions and modernizations of existing 
enterprises. 


Total investment outlays in the Soviet Union are 
planned to exceed the 1966 figure by 7.9 per cent in 1967. 
Among the priority sectors are agriculture (10 per cent 
increase) and housing (11.8 per cent). Within industry, 
investment in metallurgy will grow particularly fast,®° 
and above average increases are anticipated in the 
building materials industry, in light industry, and in 
chemicals (including oil processing). 


After the setbacks of the early 1960s, investment out- 
lays have been expanding fast during the last three years 
in Czechoslovakia. The increase of 8.9 per cent reported 
for 1966 was somewhat above the plan target. Improve- 
ments in the supply of machinery and equipment were 
particularly rapid,* but the volume of construction 
lagged behind the plans. House-building was one of the 
sectors affected, the number of new flats declining by 
3 per cent compared with 1965. These shortcomings in 
construction were held responsible, both in 1965 and in 
1966, for the further increase in the volume of non- 
completed projects or work in progress. Some significant 
additions were made to the existing capacities, e.g. in the 


58 This trend seems to be partly related to the increasing share of 
funds spent on the extension and modernization of existing enter- 
prises in total investment (percentages) : 


1959 1960 1965 
All productive enterprises... 51 55 61 
Blectric power се. 19 20 28 
Е cae) eee oe 59 62 i 
Engineering еее. 70 Bits 73 
Building materials ..... 37 41 51 
Lightindustry). ее. 49 52 46 
Food processing. ..... 59 62 65 


Source: Narodnoe khozyaistvo v 1965 godu. 


60 Investment in ferrous metallurgy is to be stepped up by 21 per 
cent. No figure was given for non-ferrous metallurgy, although it 
was stated that it will also increase substantially. 


61 During the three years 1964 to 1966, the value of investment in 
machinery and equipment rose by nearly 50 per cent, and a growing 
share of this expenditure went towards modernization and 
rationalization. 


Total investment rere sree 


| of which: 


State sector... я fm 


Co-operative sector 
Social institutions . 


Privatesector ......] 


Eastern Germany ¢ 4 
TLotalinvestment--.. о 
of which: 
Slate SCClOl о 
PrivatesectOr = =. oe 
Hungary 
Lotabinvestment:4ve7. Е 
SOcialized:sectorurssieet = tet 
Socialized sector @ 
of which: 
Бе opr “seer 
Co-operative? ..... 
Риумезесюгса .... 


Coe Cie ГАС 


Poland 
Total investment =< . 3° "2; 
of which: 
State and co-operative sector 
Privatesector] mt Salar 


Rumania 
NoctalizedisectOr ~.. . a. cs 
of which: 
Рае Вес. ме 
Soviet Union 
Motatinyestment ........ 
of which: 
Statelsector®. . ...-.. 
of which: 
Centralized, .....: 
Collective farms .., , 
Private (housing construction) 


76.0 
8.8 
4.5 


—26 


A 


—6б 7 


—10.3 
—11.9 


1.8 


4.8 


6.6 


8.2 
od 
—16.7 


Sources: National statistics, plans and plan-fulfilment reports. 


At current prices. 


5.1 


6.2 


6.6 
3.0 
—10.0 


4 Including non-agricultural co-operatives, 
¢ Only completed investments. 
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4 Including capital repairs. 


Excluding capital repairs. 


EEE 


output targets in construction, including housing. No 
data have as yet been made available for changes in the 
Structural breakdown, but the high rate of expansion of 
expenditure on transport, which was characteristic of the 
two preceding years, probably continued in 1966. The 
need for large-scale investments in the transport sector 
_has been frequently emphasized in official declarations. 
_ Among the main industrial projects completed in 1966 
_ was additional oil refinery capacity of 2 million tons at 
_Schwedt, bringing the total to 4 million tons, and a 
1,000 MWh power plant at Vetschau. 


One of the important problems facing the investment 

_ programme in eastern Germany has been the tendency 

to tie up large resources in projects with long recoupment 

_ periods. Efforts have been made lately, and are expected 

to be intensified in the near future, to devote a larger 

share to modernization of the existing capacities at the 
~ expense of new projects: 


The structure of total investment by end-uses 
Percentages 


1963 1964 1965 


Total investment, including capital 


ReEpainsatec В. ЗЕ, 100.0 100.0 100.0 
Rationalization of existing enter- 
т ks 34.6 45.8 43.8 
of which: 
capital Tapas =. sas s,s 13.5 11.3 10.0 
Expansion of existing enterprises 25.1 22.3 25.9 
INSUPOMSLDEISCS <a: -. + o:-. “ons 37.9 29.4 27.9 
Projection and design ..... 2.4 2.4 2.4 


It is anticipated that in 1967, when total outlays will 
grow by 9 per cent, the share of investment spent on 
modernization of existing enterprises will amount to 
49 per cent in industry, 59 per cent in construction, 
69 per cent in transport and communications and 73 per 
cent in agriculture and forestry.® 


ad 


In Poland, the socialized sector of investment over- 
fulfilled its global annual plan, raising its volume of 
expenditure by 7.6 per cent. This was a slower rate of 
growth than in the preceding year, but considerably 
above those of 1963 and 1964. Total investment, includ- 
ing private outlays in agriculture and housing, has pro- 
bably risen somewhat less, as the increase in farmers’ 
private expenditure (both on productive and non-produc- 
tive purposes) has been partly offset by the reported 
decline in private house-building in the towns. 


Within the socialized sector, productive investment 
(including trade) rose faster than the non-productive cate- 


62 84 per cent of rail transport is still carried out by steam loco- 
motives with an average age of 35 years. The conversion to diesel 
traction is proceeding slowly, although some progress was reported 
in 1966. The situation in road transport is also strained, 43 per cent 
of the lorry fleet being more than 10 years old. Neues Deutschland, 
18 September 1966. 

88 Die Wirtschaft, No. 50, 1966, Appendix, р. 4. 

64 The housing area built by private urban investors declined by 
about 12 per cent in 1966. An opposite trend was observed in the 
countryside, where the total area rose by 26 per cent. 


Chapter П — Page 29 


gories of expenditure, but the gap was much smaller in 
1966 than in the immediately preceding years, due mainly 
to some increase in state expenditure on housing and 
communal services, which had previously tended to 
remain stable, and to an 18 per cent growth of outlays 
on health and social institutions. Within the productive 
sphere, outlays on trade rose for the second year running | 
by a large margin (exceeding 30 per cent), and an increase 
of a similar order of magnitude occurred in forestry. 


Supplies of equipment in 1966 were at a higher level 
than planned, but construction activity was hampered 
by delays in deliveries of building materials and by a 
shortage of labour, estimated at about 10,000 workers, 
particularly in skilled categories. 


Among the completed industrial projects, special men- 
tion should be made of a new steel-convertor in Nowa 
Huta of one million tons capacity, and an aluminium 
mill in Konin. As in the past, considerable investment 
efforts were concentrated on engineering, chemicals and 
coal-mining. 


The Plan for 1967 foresees an increase in the total 
investment expenditure by 8 per cent, of which that in 
the private sector will grow by less than 4 per cent. 
Particularly important expansion is anticipated in indus- 
try (13 per cent) and in agriculture (9 per cent). The 
volume of investment will actually decline in construction 
(by 16 per cent) and in some non-productive sectors. 
Within industry, the comparison of the 1967 targets with 
those for 1966 (no actual performance in 1966 has as 
yet been published) indicates an accelerated growth of 
outlays in most branches, a significant exception being 
fuel where the 1967 goal is actually below the level 
planned for the preceding year. In 1968 sharp rises are 
expected in light industry, construction materials and 
metallurgy. 


After a year of stagnation, investment outlays picked 
up again in 1966 in Hungary, where the volume of total 
outlays in the socialized sector was 7 per cent above the 
level of the preceding two years. Very partial data, 
covering the first half of the year, indicate a further 
increase in the shares of most economic sectors (parti- 
cularly industry and construction) at the expense of 
agriculture. 


Delays were again reported in completions and the 
outstanding volume of uncompleted investment rose 
much faster than investment outlays. It is planned in 1967 
to reduce the number of outstanding major projects from 
512 to 247.85 


In Rumania, state expenditure on investment was 
reported to have grown by 10.2 per cent on 1965 — а 
rate similar to that attained in each of the preceding 
two years. The 1966 achievement fell short of the plan 
target by a few per cent and the planforthecommissioning 
of new projects was also not fulfilled, in spite of an 
increment in the value of completions exceeding that 
of 1965 by 13.7 per cent. The report on plan fulfilment 


65 Figyeld> 15 February 1967. 
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blamed delays in the preparation of technical documen- 
tation and in deliveries of equipment and building 
materials for these shortcomings. 


Of total industrial investment in 1966, 41 per cent was 
spent on fuel and energy, 23 per cent on metallurgy and 
engineering, and 14 percent on the chemicals and paper 
industries. By far the most dynamic branch was, how- 
ever, light industry, allocations for which were nearly 
90 per cent above the 1965 mark. 


Total state investments are planned to reach the figure 
of 52.0 billion lei in 1967. This represents a 17 per cent 
increase over the actual level attained in 1966 (which 
was below the plan target) and a 12 per cent increase 
on the planned 1966 target. It seems that an accelerated 
growth of investment funds is expected in industry: 


State investment outlays in Rumania 


Percentage change over preceding 


1965 year } 
structure ——_ a 

1964 1965 1966 1967 
Plan 
ск 108° “41> Sota 7-1 
Industry 7. cca eere 53:2 14 8 10 26 j 
Construction => ies eee. 4.5 4 21 5.°=—3 @ 
Agriculture... . .. 15.1 5 12 oS —12 eee 
TSSAsport.. и OF, 16 17 18 6 | 
Housing and communal 
CCONOMY в 10.0 13 8 10 2.13 
ОЩег Зоо TS я 5 15 19 | 


Sources : National statistics, plans and plan-fulfilment reports. 
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_ Sources; National statistics, plans and plan-fulfilment reports. 
« Outside private construction. 
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_ € Including capital repairs. 


The fast rate of expansion of investment in Bulgaria 
since 1963 received a further boost in 1966, when the 


4 value of investment in the socialized sector rose by 
nearly a quarter.® A steep rise in imports of machinery, 


which were about one-third up on 1965, was an impor- 
tant contributory factor. This rate of increase of invest- 
ment outlays contrasted with the growth rate of fixed 


assets of 8.5 рег cent, indicating an increase in the volume 


of uncompleted investment, probably in part due to a 


_ high incidence of new projects started in the first year 


6 The outlays in the state sector, which in 1965 amounted to 
87 per cent of the total socialized sector, were reported to have 
increased by 29 per cent, suggesting that investment by collective 
farms again rose little, if at all. 


4 Excluding capital repairs. 

¢ In the socialized sector. 

} The “ total investment ” series was revised in the 1965 Statistical Yearbook. The 
sectoral breakdowns for the years 1961 to 1963 were estimated here by applying 
percentage distributions given in previous yearbooks to the new totals. 


of the new long-term plan.® Stress was again placed on 
the expansion of productive fixed assets, the stock of 
which rose by 11.4 per cent. 

Both in 1964 and 1965 the pattern of investment 
moved quite noticeably towards trade and non-produc- 
tive services (see Table 15). No structural breakdowns 
have as yet been published for 1966. 

The 1967 Plan envisages a value of investment expen- 
diture (in the socialized sector) in excess of 2.5 billion 
leva. This figure is about 14 per cent higher than the 
actual investment of 1966.88 


87 Nevertheless, the share of machinery and equipment in total 
investment rose again, reaching 48.5 per cent in 1966. 

68 The annual plan target, based on expected results in 1966, 
quoted a 16.8 per cent increase. 
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The volume of total investment activity in Albania in 
1966 was planned to increase by the unusually small 
margin of 2 per cent — although within this total an 
increment of 16 per cent in agricultural investment was 
foreseen, as part of the shift of emphasis towards a 
much enlarged programme of land reclamation, melio- 
ration and irrigation during the new medium-term plan. 
Judging by the striking increase in the area of land 
reclaimed in 1966 (70 per cent more than in 1965), and 


the 6 per cent addition to irrigation capacity, it is likely _ 


‘that both targets were met— especially if the over- 


fulfilment of a number of construction plans, such as 
the rebuilding of the harbour at Durrés (129 per cent) 
or the building of the thermo-electric generating plant 
at Fier (133 per cent), are taken into account. The 
1967 Plan envisages increases in the volume of state 
investment and construction of 6 per cent and 5 per cent, 
respectively. 


5. INCOMES, CONSUMPTION AND RETAIL TRADE 


Further progress was made towards higher standards 
of living in all eastern European countries, and in the 
Soviet Union, in 1966. In two or three of these countries 
the rate of advance of material consumption was faster 
than in the previous year, thanks to the unusually 
favourable development of production, and in most of 
them was stabilized at about the same rate as in the 
recent past — within a range of 4-8 per cent a year (the 
gain in eastern Germany possibly being rather smaller). 
Although the sources and the beneficiaries of the incre- 
ment in consumption varied from country to country, 
some were sufficiently general to deserve separate mention 
before the results obtained in each country are passed 
briefly in review. 

Outstanding amongst such common features was the 
magnitude of {Ве increase in farmers’ incomes in most 
countries. This development was principally due to the 
exceptionally good harvests reported throughout the 
region, but also owed much to the cumulative effect of 
a series of other measures, ranging from tax relief to 
higher prices for producers and more extensive social 
welfare benefits for farm workers, often decided in 
earlier years and gradually introduced in 1965 and 1966. 
Not only were the absolute gains in farmers’ incomes 
appreciable almost everywhere, but also in relation to 
the incomes of those employed in other sectors of the 
economy, as part of a continuing policy of reducing 
previous differentials —a policy which was promoted 
last year by the comparatively sluggish growth of wages 
per wage-earner. Other noteworthy common features 
were the further development of benefits accruing to the 
population in cash and in kind from the social welfare 
fund, higher increments in personal savings accounts, the 
maintenance or acceleration of rates of growth of retail 
sales (accompanied by the extension and modernization 
of networks of retail trade outlets), and further improve- 
ments in facilities for medical care as measured by such 
indicators as increases in the numbers of hospital beds 
and of doctors serving the population. On the other 
hand, in so far as generalization is permissible concerning 
a sector when neither requirements nor standards, nor 
past rates of progress are uniform, net additions to the 
stock of housing appear to have been on a rather dis- 
appointing scale in 1966. 

The report on plan fulfilment in Albania in 1966 
provides little statistical information from which the 
development of material consumption and incomes can 
be assessed. However, the exceptionally fast growth of 
agricultural and industrial output (especially of light 


industry, with an increase of 10 per cent) must certainly | 
have brought a marked improvement in supplies of 

foodstuffs (notably, potatoes and rice), textiles and foot- 

wear, reflected in a higher than average expansion of 
retail trade turnover by 7 per cent (as compared with 

4 per cent planned). It is likely that the share of material 

consumption in national income distributed also rose, 

since investments were planned to rise by only 2 per cent, 

and it is intended that the accumulation ratio should 

decline slightly during the new medium-term plan period. 

State budgetary expenditures on social and cultural 

purposes went up by 7 per cent, and there was a parallel 

improvement in a range of non-material sectors of 

consumption — including a significant increase in facili- 

ties for medical treatment (with the provision of 29 per 

cent more hospital beds) and secondary education. 


The 8 per cent increase in the volume of global con- 
sumption in Bulgaria in 1966 was the largest annual 
advance since 1961 and was due to the highest recorded 
increment in national income produced during the 1960s. 
On the basis of the incomplete information so far 
published it is easier to discern the sources of the expan- 
sion of consumption than to attach precise values to its 
constituents or final uses. It is known, for example, that 
the total monetary income of the population was aug- 
mented by sizeable wage and salary increases accorded 
to about one-fourth of the non-agricultural labour force, 
by higher producers’ prices to farmers (accompanied by 
cuts in the prices of some current inputs), and by addi- 
tional maternity benefits, but the expenditures incurred 
by these policy innovations do not allow any firm con- 
clusions to be reached concerning the relative rates of 
growth of individual and collective consumption. The 
higher wage and salary payments were stages in a new 
round of progressively more costly increases (larger 
numbers being affected by each successive pay rise), 
which culminated on 1 January 1967. The first to benefit 
were those employed in the health and education sec- 
tors, who were granted, on 1 July 1966 and 1 September 
respectively, increases ranging from 15 to 20 per cent.® 


89 In the health services those with university education received 
an average increase of 18-20 per cent and those with secondary- 
school qualifications an average of 15 per cent. All told, these 
measures affected 39,000 workers and employees. In education the 
number benefiting from the pay increases amounted to 127,000. The 
total addition to the wage bill implied by these various increases 
taken together cannot be estimated with much precision from the 
reports so far published, but may be put at 1.2 per cent. This estimate 
is based on the value of the wage-fund in 1965 and on reports indi- | 


Then, on 1 October, 376,000 industrial workers — mainly 
_those engaged in the mining and heavy industrial bran- 
_ ches — received pay rises ranging from 14 per cent for 
those in the branches just mentioned to 8.2 per cent for 
those in non-productive sectors who had not been 
included in the earlier wage revisions. The remainder of 
the labour force has been placed on higher rates of 
remuneration since the beginning of 1967, and it is 
evident that the addition to the nominal earnings of those 
in non-agricultural employment resulting from these 
_ Wage revisions will be considerable for the full year. 
_ Since no significant changes in retail prices were reported 
during 1966, the gain in real terms must have been very 
close to that in nominal values, the non-agricultural 
labour force engaging 122,000 new recruits as compared 
_ with 90,000 in 1965. 


Retail turnover in 1966 reached 3,893 million leva, an 
8.4 per cent increase (in real terms) compared with 1965, 
and a higher increment than the average of 7.5 per cent 
planned for the Fifth Five-year Plan. Besides the predic- 
table acceleration in sales of agricultural products — 
especially meat, meat products, dairy products and fresh 
fruit and vegetables — there were considerable improve- 
ments in supplies of televison sets (57 per cent), motor- 
cars (42 per cent) and ready-made clothing (18 per cent). 
The 1967 Plan envisages the maintenance of the 1966 
rate of growth of total consumption at 8 per cent and 
a faster expansion of retail sales to 9 per cent, within 
which supplies of consumers’ durable goods (notably 
television sets and household appliances) should increase 
by much more than foodstuffs, as consumers switch their 
purchases to more expensive items. 


Since 1956, producers’ prices in agriculture have been 
gradually raised as a means of stimulating higher output 
and of narrowing urban-rural income differentials. This 
policy was taken further in 1966, when farmers’ incomes 
- were swelled by increased prices for livestock products 

(milk and wool) and — with similar effect — the alloca- 
tion of larger sums for premia on deliveries of fruit 
and vegetables; at the same time the prices of artificial 
fertilizers were cut, some by as much as 50 per cent. 
Analogous measures introduced in 1963 to retard the 
outflow of labour from hill-farming were strengthened in 
1966 by the grant of additional supplementary premia 
on state deliveries of fruit, vegetables and aromatic herbs 
(as well as roses) in 1966. It seems likely that, with the 
latest gains in farmers’ incomes (although the magnitude 
of the increase in 1966 has not yet been reported), average 
annual remuneration on collective farms must by now 
have come close to parity with that in other activities, 
and that the continuance of the preferential policy in 
respect of agricultural incomes will have to be reviewed 
in terms of its effects on relative rates of growth of 
labour productivity.” 


т 


cating that the annual cost of the wage and salary increases was as 
follows: in the health service since 1 July 1966 — over 16 million 
leva; in education since 1 September — 22 million leva; in other 
sectors (mining, etc.) since 1 October — 56 million leva (Rabot- 
nichesko Delo, 10 January 1967). 

70 Cf. М -Demireva, Rabotnichesko Delo, 26 February 1966. 
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The vigorous expansion of industrial and, more 
importantly, agricultural production in Czechoslovakia 
in 1966 provided the wherewithal of larger gains in the 
volume of collective and personal consumption than 
were in fact realized: national income produced rose 
by 7 per cent — nearly twice as much as planned, or as 
achieved in 1965 — while both sectors of consumption 
increased in real terms by 4 per cent.”! (See Table 1 of 
section 1.) The offsetting rise in allocations to the accu- 
mulation fund appears to have consisted preponderantly 
of unplanned additions to stocks. Still, the 4 per cent 
increment in consumption, while smaller than might have 
been anticipated (and less than the 5 per cent gain 
recorded in 1965), was the second largest of any year 
in the 1960s; and a comparison of the increment in per 
capita terms is slightly more favourable, the natural 
increase in the population of only 0.5 per cent (or 
77,000 persons) having been the smallest since the end 
of the war. 


The rapid growth of the total income of the population 
was maintained for the third year in succession, although 
the reported increase of 5 per cent meant a slight 
slackening in the rate of advance as compared with 1964 
and 1965. As in the preceding year, the principal source 
of higher total income was the expansion of the wage- 
fund by an unexpected, and undesired, rise in employ- 
ment (outside collective farms) of over 2.6 per cent, 
consisting largely of women entering the labour force. 
At the same time, however, there was an acceleration 
in the rate of disbursement of payments from social 
funds (which accounted for some 17 per cent of the 
total income of the population) from 4.5 per cent in 
1965 to 4.8 per cent in 1966 — presumably associated in 
large measure with the further extension of social 
security benefits to agricultural workers. Finally, farmers’ 
total incomes, on the restrictive definition which excludes 
sums accruing from any non-agricultural activities, rose 
by 3.2 per cent —a slightly greater gain than in 1965. 
The operation of the system of distributing “ liquidation 
sums ”, by which a part of collective farms’ incomes is 
set aside undistributed at the end of the year, adversely 
affected incomes in agriculture in 1966, receipts of 
liquidation sums by the members of the agricultural 
co-operatives being smaller than in the previous year 
when the crop was poor. This happened because the 
system represents a partial transfer of the results of one 
year to the other; for, once the final income balance has 
been drawn up, the residual part of agricultural income 
is paid as a liquidation sum in the next year.” 


As acorollary of these changes in the main components 
of global consumption and total income, certain short- 
range and secular aims of policy were not brought closer 
to realization in 1966. For one thing, the unsought-for 


71 No value has yet been published for national income distributed, 
but since exports grew marginally faster than imports (increments 
of 2.3 per cent and 2.1 per cent respectively), its rate of increase is 
likely to have been approximately the same as that of national 
income produced. 

72 The importance of such receipts can be gauged from the fact 
that the residual income transferred from the previous year amounted 
to 22.4 per cent of the incomes obtained by farmers from the co- 
operatives in 1965. 
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growth of employment reduced the scope for raising the 
average (nominal) wage in industry at a rate more 
commensurate with the advance of productivity, the 
reported increments being, respectively, 2.4 and 4.7 per 
cent;’8 for another, it retarded progress towards greater 
differentiation of earnings, which is regarded as a desi- 
rable long-run stimulus to faster technical development. 
On the other hand, the continuing objective of bringing 
farmers’ incomes into closer alignment with those 


8 The average monthly wage in industry reached Kés 1,610 in 
1966. 


employed in industry and services was marginally prea 
moted by the faster growth — especially in per capita — 
terms, the farm labour force having again contracted — | 


of the former than of the latter in 1966.74 


Considering, however, the greater freedom accorded 
to enterprises in the transitional circumstances of 1966, 
the moderate growth of average wages also reflected a 


4 Assuming that the insignificant rise in the cost of living (family 
index) of only 0.3 per cent affected town and country dwellers 
equally, real wages per wage-earner increased by 2.1 per cent (as 
shown in Table 16), and real income per peasant by 3 per cent. 
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° remarkable degree of restraint exercised by management, 


~ 


possibly in anticipation of the systematic financial sanc- 
tions governing the development both of employment 
and of average wages announced during the year to take 


effect on 1 January 1967.15 Although the level of retail 


75 In summary, the provisions relating to wages and employment 


. in the transitional régime jointly compose what is known аз the 


“stabilization deduction” from the enterprise wage-bill. The 
deduction dependent on the volume of wages amounts to 30 per 
cent of the wage-bill above a tax-free minimum (calculated as 90 per 
cent of the multiple of the average wage planned by the enterprise 
for 1966 and of the number of employees in the year assessable for 
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prices was virtually stable until October, the introduction 
of higher prices of foodstuffs and beverages in that 
month (notably meat and beer), and the effect of a 
sharper rise, introduced earlier, in charges for personal 
services (hairdressing, laundering, etc.) resulted in larger 
increases in the cost of living in the last quarter, when 
food prices were 0.6 per cent higher than in the corres- 
ponding period of 1965 and public catering charges 


the deduction); the second component amounts to 1 per cent of the 
wage-bill for each 1 per cent annual increase in the number of 
employees. 
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5.3 рег cent higher. In consequence, the growth of the 


total expenditures of the population exceeded that of its 
income in the course of the year, the difference being 
financed out of a steep increase in the net balance of 
outstanding consumer-credit (amounting to Kés 1,400 mil- 
lion) and — а rare occurrence in the region in 1966 —a 
smaller increment in savings deposits, at Kés 4 billion, 
as compared with 4.2 billion in 1965.” 

With a rise in the value of retail sales of 5.2 per cent 
—a slightly slower expansion than in 1965, but more 


cent) as in 1965 deserves mention. Total employment is 


unlikely to have risen more than marginally, so that 
incomes per worker increased at the same rate as total 
incomes; moreover, the labour force benefited from a 
reduction in the working week (a five-day week every 
second week was introduced for 7.4 million workers, and 
the working week was shortened from 48 to 45 hours for 
a further 3 million employed mainly in the service sector). 


Probably on account of the higher than planned 
expansion of total incomes, the increase in retail trade 


turnover of 4.1 per cent also exceeded expectations, | 
‚ although the comparatively high level of output of the 
light and food industries, and increased foreign supplies — 
of consumers’ goods, favoured this development, too. 
In contrast with experience in the previous year, trade 
in food and beverages rose faster (4.4 per cent) than 


than the 4.5 per cent planned — and an increase in the 
share of consumer goods in total imports, the Czecho- 
slovak consumer benefited from a wider range of choice 
and the introduction of higher standards of quality 
control.” Thanks to the good agricultural results, supplies 
of meat, dairy produce and fresh fruit and vegetables 


continued to improve, but the most striking increases 
were in sales of motor-cars and television sets of 68 per 
cent and 19 per cent respectively.”* Nonetheless, some 
products of light industry, ranging from plastic goods 
and garments made from synthetic fibres to packaging 
materials and beer, were reported to be in short supply. 


Eastern Germany’s national income (produced) rose a 
little less than planned or than was achieved in 1965, 
with an increment of 4.5 per cent, but little information 
is yet available concerning its distribution. What is 
known, though, is that the total money incomes of the 
population increased by 3.7 per cent (or 2.7 billion MDN), 
a slower expansion than in the preceding year, but 
apparently much more than envisaged and consequently 
a source of potential disturbance to the stability of the 
retail price level.”? In that connexion the maintenance 
of the same rate of growth of savings deposits (13.5 per 


7в The latter change represented a departure from the trend 
observable since 1962 for the net addition to savings deposits to rise 
from year to year (billion Kés) : 


1961 1962 1963 1964 1965 1966 


Totaldeposits(end ofyear) . .. . 22.5 25.1 27.7 31.4 35.6 36.0* 
Ее een tee кн eens re 2.8 2.6 2.6 3.7 4.2 4.0 
Increment in savings deposits as 

percentage of increment in total 


ООШ ее ge 2.4. 22 2.2 2.9 32 29% 


77 In Slovakia, where production also rose faster than in the 
Czech lands, the value of retail sales went up by 7 per cent. Under 
new arrangements, industrial branches are liable to pay fines for 
failure to meet more exacting standards of quality control over 
their products. The food-processing branch was the first to be so 
penalized in January 1967. 


78 But demand — incidentally, an interesting indirect indicator 
of the increased purchasing power of the higher income groups — 
has been growing faster than supply, as is seen from the following 
statistics (in thousands) : 

1962 1963 


ales OLMMOCGE=CALSI drach га: ie A ee | 
Number on waiting listatendofyear . . 101.7 91.8 


1964 


23.5 
102,3 


1965 1966 


26.2 44.0* 
131.7 


* Rumours, however, that an increase in such prices would 
accompany the planned revision of wholesale prices were dismissed 
as groundless by the head of the government when commenting on 
the 1967 Finance Bill. In principle, the reform of industrial prices 
now in progress is intended to have a negligible effect on the level 
of consumers’ prices. For administrative reasons some rises in such 
prices could not, however, be avoided in 1966, but they concerned 
commodities (such as materials used in handicrafts) which amount 
to only 2 per cent of retail turnover and are reported to have been 
fully offset by reductions in the prices of other items (Die Wirtschaft, 
4 August 1966). 


that in industrial goods (3.8 per cent), where demand 
was concentrated, as before, on consumers’ durables 
(notably motor-cars, furniture and television sets) and 
clothing. The further rise in foreign trade turnover with 
developing countries of 13 per cent permitted a very 
pronounced increase in sales of tropical fruit for the 
second year running. 


The Plan for 1967 envisages a slight acceleration in 
the growth of national income produced to 5 per cent 
and in the net income of the population to 4.4 per cent. 
The latter target is the same as that set for the expansion 
of retail trade turnover, within which sales of consumers’ 
manufactured goods are to rise twice as fast (at 6 per cent) 
as those of foodstuffs and tobacco. 


The Hungarian national income produced grew faster 
than planned in 1966, and although the larger expansion 
of exports than of imports resulted in a slightly slower 
increase in national income distributed (5 per cent as 
against 6 per cent), the progress of both main aggregates 
represented a substantial recovery from 1965 results, the 
benefits of which were fully reflected in rising levels of 
consumption. The increase of 4-5 per cent in the personal 
consumption of the population was almost twice as 
mae as planned, public consumption growing marginally 
aster. 


The total money income of the population rose by 
about 7 per cent, mainly owing to a 6 per cent rise in 
the wage-bill (accounting for about half of the increment), 
a 22 per cent increase in expenditure on pensions and 
family allowances, and a 10 per cent addition to farmers’ 
cash receipts on account of the good harvest. Employ- 
ment rose little — by just over 1 per cent —and less 
than in the previous year, so that the average nominal 
wage (per worker and employee) in industry could be 
raised by as much as 5 per cent. Since the cost of living 
moved up more slowly — at about 2 per cent — than 
foreseen, thanks to a fall in the prices of seasonal goods, 
and a change in the composition of purchases away from 
goods whose prices went up, towards those, such as 
clothing, where price cuts were introduced, both real 
wages per wage-earner and total real incomes per capita 
made quicker progress than planned, with gains of 
2-3 per cent and 5 per cent respectively (as compared 
with corresponding planned increments of 1.4 per cent 
and 3.7 per cent). The development of farmers’ incomes 


meat, for example — were also raised, thus promoting | 


осу of redistributing income in favour of the farm 
ulation; on the other hand, free market prices of 
‚ vegetables and potatoes fell appreciably and may 
e offset the effect on increased output of the higher 
ocurement prices. When account is taken of the 
ability of the consumers’ price index for the peasantry, 
nd the further slight decrease in farm employment, 
otal real income per capita in agriculture probably went 
up by more than 5 per cent. 
_ Retail trade turnover, at constant prices, advanced by 
7 per cent, purchases of non-food items rising twice as 
fast as those of foodstuffs, with sales of consumers’ 
durable goods, in particular, registering an increase of 
as much as 20 per cent (sales of motor-cars alone went 
‘up by 35 per cent in the first nine months, and the end- 
of-year stock of 100,000 cars in private ownership 
represented a 21 per cent advance from the previous 
year’s level). Again, the progress of retail trade exceeded 
plan expectations, but improved agricultural supplies 
made it possible to cater for the high level of demand 
for dairy products and poultry, while stocks of manu- 
factured goods and the cut-price sales of clothing already 
mentioned assured flexible supply conditions for these 
commodities.°° Some shortages — notably of alcoholic 
beverages, but also of fresh and processed meat — were, 
however, also reported and are expected to persist into 
1967 for a number of them. Retail trade turnover is 
planned to rise at the slower rate of 3-4 per cent in 1967, 
thus permitting some reconstitution of stocks of finished 
goods, which are expected to rise 1.3 per cent above 
their 1966 level. Higher charges for public transport 
‘introduced in mid-1966 already led to а 20 per cent 
‘increase in expenditures on this item in the second half 
of the year, but their effect in the full year is unlikely 
to contribute much to containment of the growth of 
demand for consumers’ goods in 1967. The 1967 Plan 
also foresees a slight moderation in the rate of growth 
of consumption to 3.5 per cent. 

In Poland, as generally elsewhere, agricultural output 
so far surpassed plan expectations as to allow both 
national income and the consumption fund to rise faster 
than foreseen, the latter by as much as 6.5 per cent, 
compared with a target growth of 5.2 per cent. The 
total money income of the population rose by 9 per cent 
(or 36 billion zlotys) — much the same rate as in 1965, 
but there were some changes in the composition of the 
increment, the items of which are shown below (billion 
zlotys): 


Income Expenditure 
Wagefund ....... 19 Purchaseofgoods .... 18 
Agricultural procurements 7 Purchaseof SETVICES ss) 2 5 
ar + 3. a Тахезап fees... «- 3 
Ве setae pcs phon) , 7 Creditrepayments.... 3 
eet ae Bee oe | ee 5 
Titi: aah eee 36 OH bee ee ot: cn divs ores 7) 
Тоба: о on 36 


80 The value of total savings deposits exceeded 23 billion forints 
at the end of 1966, a net increase of 7 per cent over the previous year. 


_ Given its preponderant share in the aggregate, the 
growth of the wage-fund (by 8 рег cent, about the same 
_ as in 1965) contributed more than one-half of the increase 


in total money income, but income from the sale of 
agricultural products to the state rose by less than in 
1965 —9 per cent compared with 12 per cent. Of the 
remaining additions to total income, increases in receipts 
of sickness benefits and pensions of 10 per cent and 
8 per cent, respectively, deserve mention as constituents 
of the unspecified “ other ” item. 


Total employment again rose slightly more than 
planned (partly because industrial enterprises employing 
more than 40 per cent of the labour force have shifted 
to the new system under which direct control over 
employment is removed), but the increase of 3.5 per cent 
was less than in 1965 and consequently the improvement 
in the average nominal (net) wage of 4.5 per cent con- 
tributed rather more to the expansion of total income. 
This, combined with an increase in the cost of living 
of only 1.2 per cent, yielded an improvement in average 
real wages of 3.3 per cent, a significant advance over 
the wage pause of 1965 and the best annual result for 
several years.®! Besides the higher receipts from sales of 
agricultural products already mentioned, farmers’ incomes 
benefited in real terms from lower prices of certain 
investment goods. Their real income from agricultural 
activities (after allowing for consumption in kind and 
for changes in prices of goods and services acquired for 
both consumption and investment purposes) rose by 
about 5.5 per cent, compared with 8.8 per cent in the 
previous уеаг.82 


The pattern of the increase in the volume of retail 
trade may have reflected to some extent the greater 
gains in income obtained by farmers than by the rest 
of the population: total sales rose by 6.3 per cent (in 
constant prices) but faster in rural than in urban агеаз.88 
A measure of the improvement in consumers’ supplies 
is implicit in the fact that the population spent one-half 
of the increase in its total outlays on the purchase of 
goods and, since prices were comparatively stable, did 
not have recourse to additional credit facilities, repay- 
ments of outstanding credits broadly equalling at 3 billion 
zlotys the value of new lines opened. But there was a 
much more significant increase of expenditures on ser- 
vices — by 19 per cent — and, as in the Soviet Union, 
a large rise both in the number of savings accounts (by 
over 2 million, or 13 per cent) and in the rate of addition 
to total savings deposits (by 25 per cent in 1966). Judging 
by the statistics of deliveries to the retail trade network, 


81 When adjusted for the reduction in the wage supplement paid 
in compensation for last year’s rent increases, the gain in the average 
real wage was closer to 3 per cent. 

82 Income spent on consumption and non-productive investment 
(mainly housing) rose by 5 per cent, as in 1965, while income spent 
on investment increased by 6 per cent, compared with a rise of 
14 per cent in 1965. 

88 The difference between the rates of growth was so small, 
however, as to be explicable also in terms of the continuing moneti- 
zation of peasants’ incomes. Comparison of value and volume 
statistics of retail sales yields an implied price index for urban 
and rural areas which indicates that the former fell and the latter 
rose. 
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Fresh vegetables ....... tis Ба ph 5 5 ее bx nt 6 10 — 3 
Woollen fabrics... ..... 4 16 —8 | —14 5 — 6 an 9 —1 9 ¥s 
Cottonifabrics’S 1..0: —1 12 —14 | -11 — 11 2 ие 5) —2 —2 4 
о My Since do take ve За чаЗо рев, Е 39) 20, 6 4 G act 27 
Ready-madeclothing ..... 4 1 —1 4 12 2 5 12 15 3 9 8 
FOQtweat, анк O% 3 9 —4 3 4 6 3 5 14 4 10 11 
Ве ак, —14 2 28 | —14 18 2 5 6 о 
Motor-cycles and scooters ...| —23 —27 43 | —10 6 —20 rs ot a 6 8 4 
Washing machines ...... 10 6 Os ae se —3 17 3 5 27 22 12 4 
Refrigerators a wk ое 66 43 53 30 og alias 33 19 10 21 49 35.8 
Sewing machines. .5. 1... — —21 ts —15 —9 —8 —3 a0 a —10 
WaCINION ClEANErS <.c:ors Us she 47 29 —4 13 9 19 74 aR eit 7 15 12 4 
м. ое: еб Ты 19 ~9 12 11 о 
ОО ОВ В РоеН Е —29 14 35 | —5 = —8 9 
ВО Mg ahh Болек а 1 —10 67 | —14 11 17 1 2 19 16 8 —1 
Television Ву com ait. aie 43 —27 5 18 —1 19 11 33 42 20 26 16 
В о но в У 3 ai. 10 12 10 8 3 16 6 9 
МХ 
Sources: National statistics and plan-fulfilment reports. а Deliveries to the retail trade network. 4 Tropical fruits only. 


Norte. — For Aibania the figures for 1966 are plan targets; sales of fish are 2 Including margarine. 


included with those of meat. ТИ ¢ First nine months. 


supplies of meat, meat products and butter continued 
crease at nearly the same rapid rate (11-13 per cent) 

in 1965, and there were also welcome improvements 
| Supplies of milk and citrus fruits, thanks to an upsurge 

‚ imports of the latter by two-thirds. Supplies of con- 
mers’ manufactured goods again showed rather ample 
ear-to-year variations (see Table 18), particularly tex- 
tiles, but also refrigerators and television sets — the 
ormer increasing by 19 per cent as against 34 per cent 
in the previous year, the latter by 19 per cent as compared 
with a decline of 1 per cent in 1965. 


4 Dat aconcerning the utilization of national income in 
Rumania in 1966 have not yet been published in sufficient 
letail to permit precise evaluation of tendencies in 
consumption and income during the year. The plan- 
fulfilment report provides sufficient information, how- 
ever, to warrant the conclusion that 1966 was a good 
year for the Rumanian consumer, and the inference that 
the volume of consumption rose as fast as that of national 
income produced — namely, by about 8 per cent. The 
total wage-fund increased by 11 per cent, and employ- 
ment in the national economy by about 4.5 per cent, 
implying a gain in the average nominal wage of 6.5 per 
cent. Since the real wage per wage-earner is reported 
to have gone up by 6 per cent, the rapid advance of 1965 
was virtually maintained, the cost of living having moved 
up by only 0.5 per cent. State expenditures on social 
welfare, education and cultural activities expanded by 
8 per cent (slightly faster than in 1965), and the excellent 
agricultural results yielded an 8 per cent increment in 
the total monetary receipts of farmers. In short, most 
of the published indicators relating to income and 
consumption point to the continuance in 1966 of the 
already satisfactory rates of progress obtained in 1965 
—with additional benefits accruing to farmers thanks 
‘to the unexpectedly good agricultural year. 


In these circumstances, and buttressed by a 12 per cent 
rise in output of consumers’ goods (the food-processing 
branch increasing its production by 10 per cent), the 
expansion of retail sales by some 10 per cent was again 
the fastest in the region, expenditures on goods other 
than foodstuffs rising on average by 12.5 per cent, with 
particularly large advances in sales of footwear, refrige- 
rators, television sets and furniture (see Table 18). 
Improvements in agricultural supplies were, of course, 
also substantial and permitted not only larger immediate 
sales of fresh produce (meat, milk, eggs, etc.) but also 
the establishment of high target increases in food- 
processing for 1967 — with output of preserved meat 
and dairy products each set to rise by over 20 per cent. 


The development of the main indicators of income 
and consumption in the Soviet Union in 1966 was in 
quite close accordance with the targets laid down in the 
annual plan, the exceptionally good harvest permitting, 
however, even faster growth of farmers’ incomes and 
retail sales than foreseen, as well as a steep increase in 
savings deposits. The per capita real income of the 
population went up by just over 6 per cent — а rate of 
advance much higher than the average achieved during 
the medium-term plan which ended in 1965 (3.8 per cent) 
and one that was in excess of the annual average postulated 
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in the new five-year plan of which 1966 was the inaugural 
year (5.4 per cent). In comparison with the results of 
‘the previous year (7 per cent), however, the gain in real 
income represented a slight deceleration.®4 — И: 

Both total employment (outside the collective farms) 
and the average nominal wages of workers and employees 
increased exactly in conformity with the plan,® by 
3.6 per cent, the latter — in monthly terms — from 95 to 
99 roubles, or — if receipts from the social welfare fund 
are included — from 129 to 133 roubles. From these 
indicators it is evident that, in harmony with the longer- 
range aim of bringing farmers’ incomes closer to those 
of workers in other sectors, it was the farmer who 
benefited most from the increase of about 8-per cent in 
expenditures from the social welfare fund, as in the two 
preceding years. In this connexion the main characte- 
ristic of the increases in incomes of both workers and 
peasants in 1966 was the effect in a full year of the 
extension to larger numbers of pay rises and social 
benefits which had been introduced only in part during 
1965. 


The principal source of the rapid rise of 16 per cent 
in the total receipts (in cash and kind) of farmers from 
the collective farms was, of course, the high level of 
excess-plan fulfilment (the target for grain deliveries from 
all sources was over-fulfilled by 34.5 per cent, although 
it should be borne in mind that the planned volume of 
cereals procurements has been stabilized for the term of 
the new five-year plan) in conjunction with the new 
structure of delivery prices which offered special incen- 
tives for supplies in excess of the plan. A number of 
other measures adopted at the March 1965 Plenum also 
boosted farmers’ incomes in 1966, ranging from the 
reductions in the income-tax payable by the farms to 
reduced prices for agricultural investment goods and 
electric power tariffs. In addition, price differences be- 
tween rural and urban areas were removed, the collective 
farms had easier access to credits, and guaranteed remu- 
neration provisions were introduced in the middle of the 
year. Naturally, differences in the structure of crop and 
livestock output, and hence in the distribution of the 
increment in agricultural output, were reflected in a 
lack of uniformity in the scale of the gains in collective- 
farm gross receipts, those in the RSFSR rising by about 
16 per cent, with rather smaller increases in, for example, 
the Ukrainian, Baltic and Moldavian Republics. Little 
information is available concerning farmers’ receipts 
from free sales on the collective-farm markets, but it is 
unlikely that any very appreciable increase occurred, a 
higher volume of produce (mainly meat and products) 
fetching lower рисез.86 


84 The secretariat has been informed that when the final results 
for 1965 became available the target for the growth of real income 
per capita changed in percentage form. 

85 Real incomes per head of the population, however, exceeded 
the plan target. 

86 In the first six months of 1966 kolkhoz market prices fell by 
3 per cent (compared with 6 per cent in the full year 1965) while 
sales rose by 13 per cent. There are at present 7,500 such markets 
in the country, and work is proceeding on providing some of them 
with structures suitable for all-year operation (Sovetskaya Torgovlya, 
No. 10, 1966). 
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Million m? of total space _ a: ei’ beta 
_ Soviet Union — ие ied 
Total (outside collectivefarms)? .... 79.3 75.1 79.2 80.0 93.4 
Stateand co-operative ........ 61.9 58.9 63.1 a .. 
State aided and риуае...... ee 17.4 16.2 16.1 me we 
Thousands 
Houses builtin collectivefarms .... 404 383 371 370 Sif 
Thousand т?* of total space 
Bulgaria 
ее eat 362.647 2806 a we 
Wnderstateiplan cocks, se encarae в 357 523 
Co-operative and private. .... sper к 2.290 2283 2227 
Thousand dwellings } 
Czechoslovakia 
Tote, aw seers nad haa laine 82.2 77.3 77.8 75.0 . 
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private ...... ROR AAS oe 23.1 20.3 19.2 19.4 | 
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Рунете». SIS Sse Ch ПОЗЕ 32.9 32.1 32.2 34.0 
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State and co-operative. ....... 42.3 49.3 51.0 50.0 60.8 
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Thousand rooms 
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urallareds ти" Re Mat eee ee : 130.2 124.5 114.0 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. @ Including state farms, 


stonian Republic, where all enterprises now operate on 
new system, the plan was over-fulfilled by 5.4 per 
ent.*” Another source of expansion which deserves 
ntion, besides greater efficiency in existing retail 
de outlets, is the steady increase in the number of 
ply points (particularly in rural areas), and a growth 
1 the number of self-service stores. Finally, there was 
а significant increase in 1966 in both the number of 
Savings accounts and in the value of sums deposited — 
the former rising by 6 per cent to reach 61 million, and 
the latter by 22 per cent to reach a value of 22.9 billion 
roubles — in both cases an acceleration over the rates of 
increase recorded in 1965. 


a In sum, 1966 was a good year for the average Soviet 
consumer who saw his real income, his purchases of goods 
and his savings grow as fast or faster than in most recent 
years. Some temporary problems were created by the 
greater than planned abundance of agricultural produce 
— notably, shortages of processing capacity (partly due 
to delays in completions of investment projects) and of 
packaging materials, but the planners appear to be 
confident that these can be overcome and high levels 
of supplies assured for the year in which the jubilee of 
the October Revolution is celebrated: retail turnover is 
planned to rise by 7.4 per cent, within which [а marked 
increase of 16 per cent in supplies of “ social and cultural 
items ” is expected. 


Housing 


There were no very appreciable gains in the rate of 
additions to the housing stock in the eastern European 
region in 1966, and in a number of countries the rate 
declined from its 1965 level or the annual target was not 
met; it should be added, though, that in a country such 
as the Soviet Union this means stabilization at an 


impressively large volume of residential construction — 
80 million square metres outside the collective farms, 


The shortfall in the Soviet plan was disappointing, 
but the target for 1967 (93.4 million square metres) 
represents a 14 per cent increase, with correspondingly 
large increases in the volume of investment in housing 
and municipal construction (11.8 per cent) and, pre- 
sumably, in the output of the building materials industry 
(9 per cent for the country as a whole, and 10 per cent 
in the Ukraine in 1966). Within the total, it is note- 
worthy that a 17 per cent increase in state-financed 
housing in rural districts is envisaged. 


In Poland, dwelling construction rose by 3.6 per cent 
over 1965. This was entirely due to an accelerated volume 
of construction in the rural areas, activity in urban 
areas remaining at the previous level. In the towns, 
there has been a marked drop in the housing construction 
undertaken by the state and municipal councils, offset 
by greatly expanded co-operative housing. This shift, 
following on rent increases of 1965, has represented a 


87 See Planovoe khozyaistvo, No. 2, 1967, р. 14. The same source 
also reports that “pilot” enterprises operating on the new system 
have achieved greater savings in costs than the others, as well as 
improvements in such efficiency indicators as retail sales per square 
metre of sales area—in terms of which the department-store 
“Moskva”, for example, has raised its return by 18 per cent. 


further move in the policy of reducing the amount of 
housing subsidy and increasing rentability of housing (see 
the Economic Survey of Europe in 1965, Part 1, Chapter I, 
pp. 51-52). The highest rate of increase occurred, as also 
in Czechoslovakia, in urban co-operative construction, 
where all indicators — dwelling units, rooms and living 
space — went up by more than 50 per cent. Newly 
constructed private dwelling space in rural areas grew 
by 26 per cent, while an 11.5 per cent decrease was 
recorded in urban areas. The 1967 Plan provides for a 
7.9 per cent increase in constructed rooms (urban type) 
and an 8.8 per cent growth in the socialist sector, where 
ое Oe of rooms had increased by 1.9 per cent in 


Dwelling construction in Poland in 1966 


Dwellings Rooms Space 
Sector (thousand) (thousand) (mill. m2) 
Total Word Pita ie. Rae 174.5 513.1 8 713.8 
Баре. 139.1 399.1 6 228.0 
Е пер еее 120.9 328.0 4 826.1 
а Souk а КЕ 69.5 187.7 2 773.3 
Municipal ...... 42.2 112.3 1 658.7 
Co-operative ...... 51.4 140.3 2 051.0 
Privates зе Е ЗЕ: 18.2 70.9 1 401.9 
Ruraltvype was sa sar set 35.4 114.0 2 485.8 
оса. 6.7 19.9 410.1 
риа. 28.7 94.1 2 075.7 
Index numbers 1965 = 100 
Sector Dwellings Rooms Space 
Totals tc) fetes see 103.6 103.5 105.3 
Wrban буре . satan. SS 99.6 99.5 99.4 
Soctalistvit ново 102.3 101.9 103.1 
Зее 81.6 81.5 82.7 
Municipal ...... 76.3 75.4 76.3 
Co-operative ...... 155.9 153.0 154.0 
а geese 84.8 89.8 88.5 
Вита type д ны 123.0 120.6 123.8 
НОЕ ЛИС ыы $ aa 
а, ЛЬ 125.3 122.4 126.0 


Source: Trybuna Ludu, 8 February 1967; Monitor Polski, Мо. 73, 1966. 


Norte. — The only indicators available for 1967 are increases of 7.9 and 8.8 per 
cent in the numbers of rooms (urban type) to be built by the socialist and state 
sectors, respectively. Co-operative housebuilding is expected to yield an increase 
of 16.6 per cent in the area of living space completed. 


In three countries (Czechoslovakia, eastern Germany 
and Rumania), as may be seen from Table 19, there was 
a slight deceleration in residential construction in 1966. 
In Czechoslovakia this was wholly due to a smaller 
number of completions in the state sector, which was 
not offset by the increased number of flats (1,560) built 
by housing co-operatives. The output of the construction 
industry showed wide fluctuations in the course of the 
year; during the first quarter only 9 thousand flats were 
completed, while in the last quarter 33 thousand flats were 
built, and this to some extent adversely affected the 
quality of the work completed. Unfinished construction 
increased by 12 thousand dwelling units, to reach a level 
of 119 thousand flats. In four of the eleven country 
regions housing construction was greater than in the 
previous year, but in others it was as much as 10 per 
cent below the 1965 level. In eastern Germany 65,300 new 
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and reconstructed dwellings were completed in 1966 — 
about 4 per cent less than in 1965. Yearly additions to 
the housing stock have continuously declined since 1961 
(92,000 units), but greater attention is apparently being 
paid to the equipment and infrastructure in newly-built 
districts. In recent years total expenditure on housing has 
expanded, mainly as a result of the importance attached to 
the development of collective services; state subsidies 
to the construction and maintenance of housing have 
also tended to increase. In order to prevent any further 
expansion of this item on the budget, new regulations 
of rents in newly-built dwellings have recently been 
issued, which will lead to some increase in personal 
expenditures on housing. In Hungary, where the volume 


increases having taken place in private construction. 


of house-building was only marginally greater tha: 
1966, the cause seems to have been the stabilization of 
output of the state sector at its 1964 level, fu 


Information on the 1966 results in the remaining 
countries of the region — Albania, Bulgaria and Ruma- 
nia — is not yet sufficiently complete to allow description 
or commentary.*§ ОА 


8 According to Rabotnichesko Delo, 20 January 1967, the Bul- 
garian Plan for 1967 provides for the construction of about 
3.000 thousand m? of housing space, which is stated to be 10.6 per 
cent more than in 1966. This information yields a derived figure fo г. 
housing construction in 1966 of some 2,712 thousand m?— less 
than in 1964, 


; 6. THE 1966-1970 PLANS 


The general features 


The year 1966 witnessed the appearance of new 
medium-term plans (all conceived for a five-year period) 
in six countries of eastern Europe ®® and the Soviet 
Union. At the time of writing this report, the final 
version of the Soviet plan had not yet been published 
so that the report has had to be based on the directives 
which were adopted in April by the 23rd Congress of 
the CPSU. According to information from official 
sources dating from December 1966, work on the fina- 
lization of the plan (apparently largely centred on the 
breakdown of the five-year targets into yearly figures) 
should be approaching completion.*® 


The preparation of the new plans coincided in a 
number of countries with the adoption of the programmes 
of economic reform and the initial stages of their imple- 
mentation. This factor, of course, has greatly influenced 
the formulation of the various objectives and priorities 
contained in the plans. Moreover, since the moves 
towards economic reform were motivated by basically 
more or less similar aims, the new plans in most cases 
are also marked by a rather similar approach to the 
major economic issues which often contrasts rather 
sharply with that embodied in earlier plans. On the 
other hand, decisions on growth targets, investment 
programmes, employment policies, etc. reflect the great 
differences in economic and social conditions in the area. 


According to the importance of institutional changes 
already implemented or envisaged by the reforms, the 
character of the plan itself has undergone modifications 
of varying scope. In Czechoslovakia and Hungary, where 
the change is more accentuated than in other countries, 
the new plans aim primarily at defining guide-lines and 


8 The current medium-term plan of eastern Germany has not 
yet expired. It is conceived to cover the 1964-1970 period and was 
discussed in the Economic Survey of Europe in 1962, Part 1. It seems, 
however, that a discussion of the current plan and the main lines 
of the 1970 Plan took place at the 14th session of the Central Com- 
mittee of the SED party in mid-December 1966, when the Chairman 
of the State Planning Commission presented a report on “ Some 
basic problems of the perspective plan and its implementation ” 
(Neues Deutschland, 17 December 1966). 


90 Statement by the Deputy Prime Minister of the Soviet Union 
Mr, Baibakov, reproduced in Izvestia, 16 December 1966. 


providing relatively stable economic conditions for the 
operations of enterprises; the plan objectives and targets 
continue to be binding for the governmental bodies and 
various agencies responsible for major policy decisions; 
however, they hardly directly affect the enterprises which, 
with certain exceptions, have now acquired a large degree 
of freedom in setting up output plans of their own. The 
unsettled issues and the various blanks in the plans 
(sometimes attributable to the transitional character of 
the present stage) are expected to be solved in the course 
of the implementation process through the interaction 
of decisions at the various levels of the economy. The 
Soviet directives also reflect a more flexible approach; 
attention is concentrated on the main issues only and 
much space is devoted to the weak spots and short- 
comings of the economy in the preceding five-year period. 


The objectives and various desiderata formulated in 
the descriptive parts of the plans are quite numerous. 
They do not basically differ from those encountered in 
earlier plans, but the formulations are usually more 
refined and there is a rather marked shift in emphasis 
(though to a varying extent) indicating increased concern 
about the qualitative achievements of the economy. 
Efficiency, in particular, seems to be a major preoccupa- 
tion of the governments. The urgent need to improve the 
efficiency of the economy is among the leading themes, 
closely linked with strong requests to accelerate technical 
progress. The quest for technical progress through inno- 
vations, modernization of existing industries and deve- 
lopment of dynamic branches, making full use of inter- 
national experience and scientific achievements, has equal 
weight in both the more advanced and the less advanced 
countries of the area. On a varying scale, enlarged pro- 
grammes of scientific and technical education and in- 
creased expenditure on basic and applied research are 
provided for everywhere. All the plans emphasize the 
importance of a better international division of labour 
(an issue which in some plans is explicitly linked with 
efficiency), pointing sometimes to the need to evolve more 
refined investment criteria. Another common feature is 
the growing preoccupation about more immediate im- 
provements of the living standards of the population, 
with greater attention than in the past to the changing 
patterns of consumers’ demand. As will be shown later, 
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_  Стоу rates of national income in the 1966-1970 
a and the preceding medium-term plan periods 


Annual averages 


Preceding plan period 
_ 1966-1970 
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Sources: National statistics, plans and plan-fulfilment reports. 


@ The rate of growth of national income is not indicated in the published version 

_ of the Plan. The draft directives which were submitted to the Fourth Congress 

_ of the Rumanian Workers’ Party in 1965 contain the figure indicated in the 
table. However, since that time, most of the targets, including the volume of 
investment, have undergone considerable upward revisions. 


the increased concern about consumers’ supplies has 
visibly influenced the planned investment and output 
patterns in a few countries. 


-It should be pointed out, however, that although these 
objectives are common to all the new plans, the order 
of priority tends to vary somewhat from country to 
country. It would seem, for instance, that in Czecho- 
slovakia and Hungary, concern about economic efficiency 
and stability at this stage overshadows most other issues 
including the tempo of economic growth. In Bulgaria 
and Rumania, on the other hand, rapid growth and 
industrialization continue to be the main preoccupation 

` of the governments. The new plans in both countries 

‚ Clearly indicate the intention of the governments to take 
full advantage of the still abundant reserves of labour 
and natural resources in order to proceed with large- 
scale industrialization and to reduce the development gap 
in the area. 


The preamble to the Albanian plan states as its main 
emphasis the faster creation of the full material and 
technical basis of socialism by increased reliance on the 
economy’s own resources, accelerated industrialization 
and by more intensive agricultural production, a doubling 
of production of bread grains being the prime target of 
this sector.* 


The planned growth rates of national income given 
in Table 20 are generally more moderate than those 
formulated in the preceding medium-term plans. They 
look more realistic if compared with actual achievements 
in the more recent years. In fact, among the CMEA 
countries, only Czechoslovakia, which has just emerged 
from a period of virtual stagnation, and Bulgaria, where 


91 It is worth repeating that Albania has the highest rate of growth 
of population — ranging from 3.3 per cent in 1960 to 2.9 per cent 
in 1964 — of any European country, and also a heavy dependence 
on imported supplies of cereals (during the Third Five-year 
Plan, 1961-1965, imports of wheat generally exceeded domestic 
production). 
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there is increased reliance on the performance of agri- 
culture, expect significantly higher rates of growth than 
those recorded in the preceding period. In the other 
CMEA countries, the planned targets are either close to or 
somewhat below the results obtained in recent years. 
The Albanian plan, on the other hand, postulates a signi- 
ficantly higher rate than that actually achieved in the 
1961-1965 period. 


The main sectoral targets formulated in the new plans 
indicate some slowing down of industrial expansion in 
the area in the period ahead. On the other hand, a 
relatively greater contribution than in the previous five 
years is expected from the agricultural sector. At the 
same time industrial growth in some countries is con- 
ceived along a more balanced pattern which takes 
greater care of the consumer-goods industries in relation 
to producer-goods industries than in the past. 


The new output targets and the objectives set for the 
non-productive sphere of the economy are associated 
with increased investment efforts. The volume of invest- 
ment is particularly impressive in the Soviet Union where 
the government is increasingly called to attend to a wide 
range of complex and varied tasks; however, in relative 
terms, larger increases in the investment programmes 
are to be found in the plans of Bulgaria and Rumania. 
In order to meet the investment targets, the investment 
ratio will have to be raised somewhat (though not signi- 
ficantly) in virtually all countries except Albania (where 
the accumulation ratio will decrease from 28.7 to 28.2 per 
cent) and Hungary. In addition, there is a rather general 
tendency to increase the share of investment allocated to 
the productive sectors. 


The new plans of the CMEA countries were submitted 
to this organization for discussion and co-ordination. 
According to fragmentary information, the problem of 
ensuring adequate supplies of fuels and raw materials has 
been one of the main topics of the agenda. The Soviet 
Union, traditionally the main supplier of the area, is 
experiencing increasing difficulties in expanding supplies 
of raw materials at the prevailing prices in accordance 
with the rapidly growing needs of the CMEA countries. 
New forms of co-operation in the production of raw 
materials are now being discussed by the member coun- 
tries. At the same time more detailed work on co-opera- 
tion and specialization is going on in the various com- 
mittees. The possibilities of co-operation and specializa- 
tion within individual branches, notably engineering and 
chemicals industries, are being explored with greater care 
than in the past, taking into account, as indicated by 
the various reports, the relative advantages and dis- 
advantages of individual countries in each line of pro- 
duction. The price and exchange rate reforms now under- 
way in a number of countries are expected to provide a 
better standard for assessing relative costs. In the mean- 
time the so-called contractual prices (often negotiated on 
a multilateral basis), which seem to be largely influenced 
by prices prevailing on international markets, are being 
applied to products subject to specialization. These 
issues together with the planned foreign trade targets of 
individual countries are discussed in more detail in 
Chapter III, section 2 of this SURVEY. 
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The efficiency issue revit is а 

As stated before, increased emphasis on efficiency is 
a major common feature of the new plans although, as 
a rule, it tends to be more accentuated in the plans of 
the more industrialized countries. As formulated in the 
plans, concern about efficiency reflects basically the same 
ideas which were expressed in the discussions about 
economic reforms; the latter, in turn, had been greatly 
influenced by the unfavourable development of returns. 
to investment and other inputs, particularly pronounced 
in the period 1960-1965. 


As shown in a recent study by this secretariat,® the 
declining trends in returns to inputs, common, with the 
exception of Rumania, to the whole area, have a fairly 
long history. The causes of this development are complex 
and manifold. More often than not it is impossible to 
distinguish between factors which seem to be inherent in 
rapid industrialization and other structural changes and 
those factors related to the traditional system of planning 
and management geared to rapid growth and sweeping 
structural changes but unable to achieve these objectives 
with an adequate degree of efficiency. Although no 
demarcation line can be drawn with any certainty without 
a deep knowledge of the conditions prevailing in indivi- 
dual economies, it would generally seem that the first 
set of factors applies more to the less industrialized 
countries, where large-scale industrialization resulted in 
a time-lag between the growth of capital intensity and 
the advance of labour productivity. By contrast, in the 
more industrialized countries of the area, where the 
situation became particularly acute in the years 1961-1964, 
the deterioration of returns to investment and other 
inputs reflected to a significant extent the shortcomings 
of the traditional system. 


At this stage in most countries it would generally 
seem that a contribution to efficiency, in terms of the 
input-output ratios, is expected to come largely from the 
various organizational improvements and incentives in- 
troduced, or about to be introduced, at the enterprise 
and branch levels in the context of economic reform. 
The plans for their part contain a number of provisions 
to the same effect, warning against misuse of production 
assets, often indicating in quantitative terms what eco- 


ЗЕНА, fifteen-year review of investment and output in eastern 
Europe and the Soviet Union”, Economic Bulletin for Europe, 
Vol. 18, No. 1. 


з An interesting attempt at identifying the factors responsible 
for the deterioration of the investment efficiency in the Soviet 
Union in 1960-1965 was made recently by the Soviet economist, 
T. Khatchaturov (Komunist, No. 13, 1966). According to the author, 
the 17 per cent decline in the average return to total productive 
fixed assets observed in 1960-1965 was attributable both to objective 
factors and to the shortcomings of the planning and management 
system. Among the objective factors, structural changes resulting 
in higher capital intensity were responsible for some 30 per cent 
of the decline; the shortening of working hours in industry accounted 
for another 15 per cent; some further 8-10 per cent of the decline 
is explained by intensive industrialization of the eastern regions 
and the increasing need to make use of sources of raw materials 
situated in distant areas. It would seem, therefore, that the author 
attributes most of the remaining 43-45 per cent to the deficiencies 
of the planning and management system, such as the non-observance 
of terms of delivery, delays in completion of investment projects, etc. 


nomies in inputs should be achieved in indivic 


branches. Industrial branches and associations are | 
quently asked to make greater use of rationa zation 
investment and to concentrate investment in the most 
efficient enterprises which are also to become leaders о 
intra-branch co-operation. Among measures cond ucive 
to higher efficiency in terms of a better adaptation of 
output to demand, particular mention should be made 
of the system of direct ties among enterprises. The deve- 
lopment of this system, which is one of the main features 
of the newly adopted programmes of economic reform, 
is expected to improve inter-industry deliveries and to 
link output in a more direct way with consumers” 
demand. i} 

It is more difficult, however, to assess the possible 
impact on efficiency in the plan period of macro-econo- 
mic decisions, especially those relating to global invest- 
ment pattern. Policies which had been consistently 
pursued for many years are likely to continue to affect 
the economy for some time, and it is rather obvious 
that the correction of past mistakes may often prove a 
costly process in the short run with no immediate effects 
on efficiency. Substantial increases in agricultural invest- 
ment planned in some.countries of the area, for instance, 
are likely to prove highly beneficial in the long run 
although they may adversely affect the global capital 
output ratio in the next few years. Similarly, the moder- 
nization of industry and other efforts to promote techni- 
cal progress in order to make up for deficiences in the 
past are unlikely always to raise the efficiency of the 
economy in the short run. The same applies, of course, 
to the decision to orientate the economy increasingly 
towards international specialization which implies a long 
process of readjustments at virtually all levels of the 
economy. 


These few examples can easily be amplified but they 
should suffice to illustrate the complexity of the issue. 
It would not be realistic to expect spectacular short-run 
results in terms of overall efficiency from changes in 
investment and other policies at the more aggregative 
levels of the economy. Most of these changes seem to 
be inspired by long-term considerations rather than by 
short-run effects on efficiency. This, however, also indi- 
cates that changes in the capital-output ratio should be 
interpreted with care. An increase in this ratio, by itself, 
does not mean a deterioration in general economic 
conditions, nor does a decrease necessarily indicate an 
improvement. 


In order to permit comparison with earlier periods, 
estimated marginal capital-output ratios for the years 
1965-1970 in selected countries are presented in Table 21. 
For what they are worth, the estimated figures do not 
point to any visible change (in comparison with the 
preceding five-year period) in Bulgaria, Poland and the 
Soviet Union. By contrast, a considerable decrease is 
indicated in the capital-output ratio of Czechoslovakia 
and a rise in the Hungarian ratio. 


More interesting perhaps are the indices of planned 
changes in the industrial sector in four countries, although 
account should be taken of the fact that the increases 
in the fixed capital stock in Hungary and Poland between 
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SEAR HIT \ ЖИР: ^«\$ SAE «пс . 3 
_ Incremental capital-output ratios in the Soviet Union 
and four countries of eastern Europe 


я la - 


1955-1960 — 1960-1965 — 1965-1970 
Plan 


Сусса ЗЕ Gi (2 1.92 3.89 3.80* 
чо Signy 2 3.14 14.28 6.70* 
И: 2.84 5.65 6.90* 
Е а о 3.68 4.62 4.70* 
Ва 2.53 3.83 3.10% 


Nore. — Figures for 1955-1960 and for 1960-1965 were taken from the Есо- 


и: g 
nomic Bulleti п for Europe, Vol. 18, No. 1, “А fifteen-year review of investment and 
_ output in eastern Europe and the Soviet Union ” (Table 3). In order to follow the 
method applied in the study, which operates with a one-year lag between the growth 
of total investment and income, the 1965-1970 investment figures were obtained by 
в the 1965 actual figures to 78 per cent of the total investment planned for the 
period. 


2 
. 


1965 and 1970 are only very rough estimates. As 
indicated by Table 22, the capital intensity of Czecho- 
slovak industry will grow pari passu with labour product- 
ivity. In Hungary and notably in Bulgaria, capital 
intensity is planned to grow faster than labour product- 
ivity, thus resulting in a rise of the capital-output ratios. 
The figures for Poland, on the other hand, point to a 
tendency in the opposite direction. 


Computations from national sources of the value of 
gross output per unit of “ basic funds ” in the Czecho- 
slovak industry indicate in more detail the actual changes 
in relative returns between 1960 and 1965 as well as 
the expected changes between 1965 and 1970. 


As shown in Table 23, the pronounced declines in the 
rate of return in fuels and metallurgy were, in fact, 
. decisive for the deterioration recorded between 1960-1965 
-in industry as a whole.® Ву 1970 an improvement is 
‚ foreseen in metallurgy whereas a further, though slight, 
decrease in the rate of return is expected in the fuel 
industry. 


The investment pattern 


In comparison with the totals invested in the preceding 
five years, the largest increases in fixed investment out- 
lays are planned in Bulgaria and Rumania. The total 
of 12-13 billion leva in the first country is some 60-72 per 
cent above the actual 1961-1965 figure; the sum of 
280.5 billion lei in Rumania implies an increase of 66 per 
cent. Large increases are also to take place in the Soviet 
Union and Poland. The total of 310 billion roubles 
indicated in the Soviet directives corresponds to a rise 
of 47 per cent; the target of 840 billion zlotys in the 


4 The increase in the fixed capital stock of the industrial sector 
in Poland and Hungary is derived from total investment, by applying 
the ratio between the increment in this stock and the volume of 
total investment in the preceding five-year period. 

55 It should be noted, however, that the output-basic fund ratio 
in engineering in the 1960-1965 period was also below its usual level. 
In 1961-1963, contrary to the normal pattern, the yearly increase 
in the basic funds of this industry was of the order of 9 per cent 
whereas gross output was increasing at an annual rate of only 
3 per cent. 
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Polish plan is 38 per cent above the actual 1961-1965 
figure. | = He pe ta 

More modest targets are indicated in the plans of 
Hungary and Czechoslovakia. In the first country the 
total of 250-260 billion forints corresponds to an increase 
of 25-30 per cent, whereas the Czechoslovak plan foresees 
an increase of 22.5 per cent without indicating the 
absolute figure. The Albanian plan provides for a total 
of 8.75 billion (new) leks, which corresponds to an 
expansion of 34 per cent in comparison with the actual 
volume of investment in the years 1961-1965. 


The sectoral breakdown of total investment, available 
for five countries only, points to a rather pronounced 
shift in favour of the productive sectors, except in 
Albania, where a slight reduction — from 81.8 to 80 per 
cent of the total—is foreseen, and in Bulgaria where 
their share remains virtually unchanged. The share of 
industry is planned to rise everywhere although a more 
pronounced change is foreseen only in Rumania and 
Bulgaria. In Bulgaria, where for many years agriculture 
had been receiving a considerably larger share of invest- 
ment than in any other country of the area, this share 
is to be significantly reduced; industry together with 
transport and communications will derive benefits from 
this reduction (the latter sector, especially, in view of 
the growing importance attached to tourism, including 
the construction of the new Sofia-Varna highway). A 
sizeable rise in the share of transport is also indicated 
in the investment plan of Hungary, largely connected 
with the modernization of railroad transport. In contrast 
with Bulgaria, the Polish plan, in pursuance of the 
recent change in policy, provides for an appreciable rise 
of the investment share allocated to agriculture (parti- 
cularly pronounced if compared with the low shares 
prevailing until the early nineteen-sixties). A similar 
shift in the allocation of investment outlays is planned 
in Albania, where a large-scale land reclamation and 
melioration programme is now being undertaken; but 
industry’s share is also to rise, being matched by a 
corresponding decrease in the share of capital resources 
devoted to transport, while the share of housing will 
remain unchanged. 


There is no complete information about the planned 
distribution by sectors in the Soviet Union. According 
to the draft directives, industry and transport and com- 
munications should absorb about 49 per cent of the 
total, which corresponds to the combined share of these 
sectors in 1961-1965. On the other hand, the 71 billion 
roubles allocated to agriculture (of which 41 billion are 
state investment), which is almost twice the sum invested 
in 1961-1965, should raise the share of agriculture from 
about 17 per cent to almost 23 per cent (this is the most 
significant shift in the sectoral investment patterns 
planned in the area). The combined planned share of 
the productive sectors of the economy therefore amounts 
to 72 per cent compared with 65.5 per cent in 1961-1965. 


Data on the breakdown of industrial investment by 
main branches are virtually non-existent. From the little 
that is known it appears that the chemicals industry 
will be given highest priority in virtually all countries, 
but this is as far as it is possible to generalize. Metallurgy 


Page 46 — Chapter II 


TABLE 22 


Changes in factor inputs and output in industry 
in four eastern European countries 


1965 1970 Plan 


Index Index 
1960 = 100 1965 = 100 


Bulgaria 
ОИ т вк 154 175 
о о о И i 124 128 
FixedicapitalistOtk wc) «a vsccs, eet 190 201 
Labour productivity и.“ 124 137 
Capital productivity ........ 81 87 
Capital имел ут. але 153 157 
Capital/outputratio ........ 123 105 
Czechoslovakia 
ING HOULDU tir ace tts che ciara ar crate wen 122 127 
Employment. 2 so. 0s “+ + wae 109.5 103.5 
Fixed capital'stockes - >. =. tse 136 128 
Kabour productivity и. о. 5 123 
Capital productivitye.: “2.2 6". ©. 90 99 
бара иена се ен 124 124 
Capital/outputiratios и: о. 115 101 
Hungary 
INCHOULDUte а в bau a ot 144 134 
Employment corte com wn sca ве 113 107 
Prxedicapital'stock «9% «ss a. ee 052 145* 
Labour productivity ........ 127 125 
Capital productivity ........ 95 92* 
Capitalindustrye ne tt-aes и 134 135% 
Capital/outputratios. сео. 105.5 108* 
Poland 
МЕНЕ ак бое © 153 150 
SIM PLOVIMCM bs ace uate casa ot aches, 120 112.5 
Bixedicapitalstock).200. . а 138 138* 
Labour productivity т. ... 127.5 133 
GCapitaliproductivity И ие, 111 109* 
Сарпайие нау ое а 115 123 
GCapitalioutputratiom. с. ce: 90 92* 


Sources: National statistical yearbooks; Reports on the Five-year Plans: 
Planované Hospodarstvi, 1966, pp. 99, 102, 140; Planovo Stopanstvo i Statistika 
No. 8, 1966, p. 12. 


TABLE 23 


Czechoslovakia : Gross output per unit of basic funds 


Sector 1960 1965 1970 
оао Ва. bso 0.832, 0.795 0.804 
CIS оо ВВ kad hs” 5 0.431 0.346 0.330 
Blectricienertys.-. .,.. +. 0.247 0.250 0.250 
Metal Varese tts. os, an 0.788 0.693 0.732 
GHEMICA не око 0.537 0.550 0.554 
И О то 1.035 1.034 1.205 
ао ВТ о a6 o 1.081 127 1.146 
оочень 1.817 1.921 1.856 


— Ш 
Source; Plénované Hospodarstvi, 1966, р. 140. 


and engineering will continue to rank high in Rumania, 
Bulgaria and Poland whereas the order of priority | 
other countries can be assessed with less certainty. 19 
may be of interest to note, for instance, that in the Soviet 
Union the second largest increase in investment (follow ss 
ing that in chemicals) is planned to occur in light and 
food-processing industries (about 84 per cent), whereas 
investment in ferrous metallurgy and in engineering 
(combined with fuel industries) is to rise by smaller 
percentages (70 per cent and 50 per cent respectively). 
In Albania the construction of new electricity generating 
capacity, the sinking of new mines (both for petroleum 
and non-ferrous metals) and the further development 
of the metal-processing and metal-working branches 
(notably production of spare-parts) will take the lion’s 
share of new industrial investment. 


In Czechoslovakia, for which more information is 
available, investment outlays in the processing industries 
are planned to expand much faster than in the basic 
industries (22 per cent and 12 per cent respectively). 
Within the latter group a great investment expansion is 
foreseen in chemicals (45 per cent) and electric energy 
(41 per cent), whereas in metallurgy, where the investment 
cycle started in the early nineteen-sixties has now been 
completed, investment is to be reduced by some 60 per 
cent. No increase is foreseen in investment in fuels but 
there will be a greater concentration on soft coals. 
Within the processing industries, investment outlays in 
the light and food-processing industries are to expand by 
46 per cent and 48 per cent respectively. The volume of 
investment in engineering, on the other hand, will remain 
the same as in the preceding period. 


Industrial output 


The growth rates of industrial output in the new plans 
are either roughly the same as, or below, those recorded 
in the previous period, Albania being the only exception 
to the general picture. The difference between the two 
growth rates is most marked in the case of Rumania 
although the plan continues to provide for a very fast 
expansion of output. Efficiency and balance-of-trade 
considerations seem to have played a major role in the 
selection of growth targets in many countries, but espe- 
cially in those with limited labour resources, which also 
happen to be heavily dependent on imports of raw 
materials. 


As shown in Table 22, the plans of Czechoslovakia, 
Hungary and Poland provide for smaller percentage 
increases in the industrial labour force than in the 
preceding period. A comparison between the rise of 
output and that of productivity, indicated in the Soviet 
directives, points to an 11-12 per cent increase in employ- 
ment, which is about one-half of the percentage recorded 
between 1960 and 1965. A similar exercise for Rumania 
indicates a rise in industrial employment of some 23- 
25 per cent, against a 34 per cent increase between 1960 
and 1965. Only in Bulgaria does the plan foresee a some- 
what faster expansion of employment than in the preced- 
ing period. Output per man, on the other hand, should 
expand faster than in the preceding period in the Soviet 
Union (though without fully reaching the 1955-1960 
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Е а 
| 15.0 18.7 
Е ee. 
Sole pos a8 A 
AER TP LN 8.1 6.1 
Sensi, ЗО Pirin, “see eee 14.3 pi (OI 
Зее: 21]: З.В: 100.06 100.0 
ПО ere rer Е 46.5 52.4 
Е. И ре 26.0 18.4 
Я 9.0 
= Maes pot пре: Sipe: 19.8 20.2 
is Hun as 

aa Mints Serres ot SOs VOR 100.0 100.0 

ae of which 

. Industry andconstruction ..... 44.5 47.0 

Ft... И а а 5 еее 18.8 18.0 

= ‘ Transport and communications 11.4 14.0 

— оса cultural and communal (includ- 

4 3 ing dwellings). .........- 21.8 18.0 

Poland 

£ авиа. И hes ae oe Ce вино 100.0 100.0 

‘ ' of which: 

a В О cick «pe сз” 4 40.3 422 
ОТ ot Bian och isy ccc atte 14.1 15 
Transport and communications 10.3 10.5 
OSs ene ea aD eee 35.3 29.8 

of which: Non-productive ...... 28.2 23.9 

Rumania 
Е cial. 294. чех 95а. 100.0 100.0 
of which: 

Industry andconstruction .....- 52.1 58.5 

АО Ее о а 5 os op oo Bots 14.9 12.6 

ар ое пам о 11.5 

ОЕ, ee ees дир оз 17.4 
Е ——- ee 


Source ; National plans. 
a The breakdown of investment in the 1961-1965 es is taken from the Economic 
Survey of Europe in 1965, Part 1, Chapter I, p. 3 


b Refers to the years 1961-1964. 


а - аи Annual growth rate of gross industrial output in the Soviet 


_ Union anc ee ee ee Europe — seve 


Group a 


Group A 
Pe mire Ss <) Producers’ ‘Consumers’ 
Country and period _ Total rad + aE goods 
Albania _ 
£956=1960 Sten oe. RE 20 14.2 14.8 13.51 
TOG6E=196 ea? 9, Sa. he 6.8 “fp! GS 9} 
1966-1970 (Plan) ..... 8.7 ‚ 10.5-11.1  5.9-6.7 
Bulgaria ее 
1956-1960 ще 15.8 7.5 13.9 
ое Бе ТЕ. 12.5 8.7 
1966-1970 (Р1ап)..... 11.2 
Czechoslovakia 
1956-1960 wise a pened: 10.7 ny 9.3 
1961-1965 ors de tds 5.3 5.8 4.2 
1966-1970(Plan) ..... 5.1-5.4 3.46 
Hungary 
1956-1960" FL. Учи TH 9.3 а 
UOGLSLIOSIIGE OE ks ak 7.9 8.6 а 
1966-1970(Plan) ..... 5.7-6.3 6.5-7.0 а 
Poland 
об 960 weak: tices anaes 9.8 10.8 8.6 
ARG ба а By 8.5 9.9 `.6.5 
1966-1970 (Р1ап)..... TKS 8.2 6.4 
Rumania 
1956-1960 fe Sr, Salt tre 10.9 12.9 8.3 
ПО Оба. оаже 13.8 53 10.5 
1966-1970 (Р1ал)..... 10.6-11.6 11.2-12.1 9.8-10.5 
Soviet Union 
TOSO1960% SM sot ee ee 10.4 11.3 8.4 
1961-19650, ee 8.6 9.6 6.3 
1966-1970(Plan) ..... 8.0-8.5 8.3-8.7 7.4-7.9 


Source: 1966-1970 development plans; and national statistics. 
a Heavy industry. 
b Light and food industries. 


Electric power (billion kWh) . 
Oil (million tons) 
Gas (billion паз) 
Coal (million tons) 
Steel (million tons) 
Passenger-cars and trucks (thousands) 
Tractors (thousands) 
Mineral fertilizers (in conventional units, million 
tons) 
Textile fabrics (billion па?) 
Leather footwear (million pairs) 
Granulated sugar (million tons) 
Radio receivers (millions) 
Television sets (millions). ......+.-+.. 
Refrigerators (millions) 
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TABLE 27 
Selected output targets of Soviet industry 


1970 


235 507 830-850 
113 243 345-355 
29.9 129 225-240 | 
493 578 665-675 
54.9 91.0 124-129 { 
511 616 1 360-1 510 | 
220 355 600-625 
12.4 31.3 62-65 
5.8 7.5 9.5-9.8 
356 486 610-630 
5.2 8.9 9.8-10 
3.9 5.2 7.5-8.0 
1.0 3.7 7.5-77 
0.4 1.7 5.3-5.6 
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Source : Directives of the 23rd Congress of the CPSU for the Five-year Economic Development Plan of the Soviet Union for 1966-1970 and Мг. Kosygin’s 


introductory statement. 


production targets, the chemicals industry will be expand- 
ing fastest in most countries, its growth rates exceeding 
very considerably that of total industrial output. 


Higher priority than in the past is generally granted 
to consumer-goods industries. In at least three countries 
— Poland, Rumania and the Soviet Union — the res- 
pective growth rates of the producer-goods industries 
(Group A) and the consumer-goods industries (Group B) 
indicate a more balanced development of industrial 
output. 


The change in the pattern of industrial growth, already 
visible in 1965, is particularly emphasized in the Soviet 
directives and the introductory statement by Mr. Kosygin 
(similarly as in the 1963-1965 discussions about economic 
reform) as a definite orientation of the Soviet growth 
policies. The ratio between the growth rates of the A and 
B groups, which during the five preceding years amounted 
to 1.52, will be reduced to only 1.12 in the period covered 
by the new plan. The output of the light and food- 
processing industries is planned to expand by about 
40 per cent. In addition, the directives specify that 
within the A group high priority will be accorded to 
industries producing machinery and equipment for con- 
sumer-goods industries and agriculture. 


In sharp contrast with the policy line adopted in the 
Soviet Union and some other countries of the area, the 
Albanian plan greatly accentuates the priority given to 
the output of producer-goods industries. This move, 
however, was neither unexpected nor unusual since the 
light and food-processing industries in that country 
still account for some two-thirds of gross industrial 
output. Moreover, during the period covered by the two 
preceding five-year plans the relative growth rates of 
the two main groups of industries were seldom separated 
by more than one or two percentage points, and the 
commissioning of new capacities — construction of some 


of which was delayed during the Third Five-year Plan — 
will be concentrated in the producer-goods sector. 


The planned increases in the output of the main 
industrial branches in five eastern European countries 
are indicated in Table 28. In assessing the changes in the 
output of individual branches, account should also be 
taken of the fact that the composition of output in the 
two periods may not always be fully comparable. 
Scattered information tends to indicate that significant 
shifts within branches are expected to occur in most 
countries, reflecting the combined effects of advances in 
technology, efficiency considerations, improved quality, 
and, in many cases also, the high priority attached to 
the export-promoting lines of output. 


Reports from Hungary indicate that the share of oil 
and natural gas in the total output of the fuel industry 
is expected to rise (from some 28 per cent in 1965 to 
close to 40 per cent in 1970).36 It has also been announced 
that the fast expansion of chemicals in Hungary will 
be accompanied by a pronounced shift in favour of 
plastics, including the development of entirely new 
lines of production. Changes in the structure of che- 
micals industries are also planned in the Soviet Union, 
Poland (in the latter country to some extent in con- 
nexion with the heavy investment programme in agri- 
culture), Bulgaria and notably Rumania where, for 
obvious reasons, great stress is put on petro-chemicals 
(which alone will absorb more than half of the total 
investment allocated to the chemicals industry). Almost 
all countries place great hopes on engineering for expand- 
ing exports. It would generally seem that, more than in 
any other branch, changes in the composition of output 
and quality of products of the engineering industry can 
be expected to reflect adjustments to foreign demand. 


* New Hungary, August 1966. 
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Growth rates of agriculture in the medium-term plans 


Annual percentage rates of growth 


Country and period 


Albania 
1956-1960 
1961-1965 
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1966-1970 (Р1ап)..... 


Bulgaria 
1956-1960 
1961-1965 


1966-1970(Plan) ..... 


1961-1965 


Hungary 
1956-1960 
1961-1965 
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Poland 
1956-1960 
1961-1965 


Cte we. ОЙ Baas 


1966-1970(Plan) ..... 


Rumania 
1956-1960 
1961-1965 
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3.78 


О ofthearcarAsstated by! 
at the Twenty-third Congress of the CPSU, “ As a result 
of the lag in agriculture, the food and light industries 
fell short of their targets and this could not help but 
slow down the growth of national income and of the 
people’s prosperity”. = 

According to the published data, the output of cereals 
in the Soviet Union should reach an annual average of 
167 million tons (about 30 per cent above the average 
in 1961-1965); corresponding increases in the output of 
sugar-beet and potatoes are of the order of 35 per cent 
and 25 per cent respectively. The yearly average for meat 
should rise by some 18 per cent, for milk by about 
20 per cent, and for eggs by about 17 per cent. The data 
above are too sketchy to be conclusive, but they convey 
the impression of balanced development to provide for 
domestic requirements of agricultural raw materials and 
food produce. 


In Czechoslovakia and Hungary, where encouraging 
trends in animal production have been witnessed of late, 
there is an intention to concentrate efforts in this parti- 
cular field while increasing domestic feed supplies. On 
the other hand, growth in the animal sector will tend 
to lag somewhat in Poland. The rate of growth of animal 
output in the Polish plan reflects the combined effects 
of accelerated production of beef meat and milk and a 
slowing down in the growth of output of pigs (which, 
apparently, is closely associated with policies relating to 
grain imports) and eggs. The Albanian plan sets out to 
correct the “disproportions ” in the relative rates of 
growth of agricultural and industrial output by sharply 
accelerating the former. This is to be achieved by more 
intensive methods of farming over a wider area. Priority 
will be given to land reclamation, further irrigation and, 
as already mentioned, a tripling of production of bread 
grains (average yields are planned to rise from 104 to 
19 quintals per hectare by 1970). In addition, cultivation 
of potatoes, as a substitute for cereals, is planned to 
increase some 22 times, to reach about half a million 
tons at the end of the plan period. 

Following the general tendency observed in the last 
few years, efforts aiming at improving conditions in 
agriculture will be increased everywhere. New irrigation, 
drainage and amelioration projects are to start in a 
number of countries, especially in Albania and in the 
Soviet Union, where a whole range of undertakings, with 
special regard to the virgin lands, is to be carried out in 
the period ahead. All the plans contain vast programmes 


7 Twenty-third Congress of the CPSU, Novosti Press Agency, 
1966, p. 175. 
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about 4 and 10 per cent respectively ® — 
lower rate of manpower outflow than that ex 
in the preceding plan period. = 


: = с 2-м 5). < . Я 
In countries where economic reform is wu 


much is expected to come from the more flexible 
of planning and management which, in one fe 
another and with some delay, will be equally apr i 
agriculture. The Soviet directives in particular: devote 
considerable space to the various institutional changes 
adopted at the meeting of the Central Committee of 
CPSU in March 1965.3 All this only tends to accentuate 
the growing importance which the governments are 
attaching to agriculture as well as the awareness that 
in order to be effective the investment effort has to be 
supported by enhanced interest on the part of agricultural 
producers, better organization of the state and collective 
farms, more efficient management and greater scope for 
its initiative. 


Incomes of population: policies and targets 


In a number of respects the incomes policies incorpo- 
rated in the 1966-1970 plans represent a continuation of 
the lines of development foreseen, and partly fulfilled, 
in the preceding quinquennium.!™ In the first instance, 
as already noted above, the new plans envisage, almost 
everywhere, a further, albeit small, increase in the share 
of accumulation in the total (material) product. (See 
Table 30.) In at least some countries, however, the 
structure of investment will change in a direction more 
favourable to the consumer, providing for a more than 
proportionate allocation of resources to agriculture and 
services; and non-productive sectors will everywhere 
benefit more than proportionately from the changing 
structure of employment.2@ 


Secondly, the part of incomes accruing to the popula- 
tion from the social welfare fund, including social 
security benefits and transfers in kind, will continue to 


** The Soviet figure is given by М. Sonin in Vopresy Ekonomiki, 
No. 8, 1966. According to this source, employment in agriculture 
declined by about 12 per cent during the Seven-year Plan period. 
The Bulgarian estimate has been obtained by comparing the target 
of 25 per cent growth of net output of agriculture in 1966-1970 with 
one of 38 per cent growth of labour productivity, given in Planove 
Stopanstvo i statistika, No. 8, 1966. 


*° See the Economic Survey ef Europe in 1965, Part 1, Chapter I, 
section 7. 


A See Incomes in postwar Europe : a study of policies, growth and 
distribution (Economic Survey of Europe in 1965, Part 2) 


*% During the 1961-1965 period, only in Czechoslovakia did 
personal consumption rise faster than national income. 

101 It is thus virtually certain that the service-inclusive concept of 
national income and consumption would yield a more favourable 
picture of the growth of consumption, both in absolute and relative 
terms, than that provided by the restricted material aggregates. 
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Sources: National statistics; plans and plan-fulfilment reports. 


a Covering the years 1960-1965 in Rumania; 1959-1965 in the Soviet Union; and 1961-1965 in all other countries. 
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play an important role in improving living standards, 
but its relative contribution to total incomes seems, on 
the whole, to have been stabilized at the previously 
attained levels in most countries!” 

> Thirdly, outside the most industrialized countries of 
the area —eastern Germany and Czechoslovakia — a 


103 In Bulgaria and Czechoslovakia personal consumption is in 
fact to increase somewhat faster than collective consumption. The 
Soviet plan directives stress that “ pay for work will constitute the 
main element of the increase in living standards ”. 


further movement of population out of agriculture is 
foreseen everywhere, although on a diminished scale. As 
in the past, the resulting change in the structure of 
population and employment will itself be a factor in the 
rise of average level of incomes, Moreover, urban labour 
reserves will be further tapped, mainly through the 
continuing absorption of female labour, and the increased 
family activity rates will be reflected in family incomes. 


104 The scope for a further increase in activity rates of women 
will be widened by the emphasis generally given to the expansion 
of employment in the services sector. 


This is indicated, inter alia, by the targets for per capita 


incomes being invariably set higher (in some countries 
— Bulgaria, Soviet Union, Poland — considerably higher) 
_ than those of incomes per worker.1% 

Fourthly, the tendency, particularly characteristic of 
the recent past, for the income gap between the peasant 
and non-peasant population to narrow will apparently 
be projected in most countries into the forthcoming plan 
period. 

Finally, the new targets envisage some progress in 
other aspects of welfare and living standards, also 
reminiscent of developments in the recent past. Thus, 
emphasis has everywhere been laid on the improvements 
in the variety and quality of consumers’ goods, on 
expanded programmes of housing construction and, in 
some countries, on the shortening of the working week. 


The actual targets for the expansion of per capita 
total incomes of the population show quite а considerable 
variation between the countries of the area (see Table 30). 
Not unexpectedly, the most rapid rates of growth, 
approaching 30 per cent over the five-year period, are 
built into the plans of those countries which are still 
lagging behind their more advanced neighbours with 
regard to living standards, such as Bulgaria and Rumania, 
although by these standards the average annual increment 
of 3 per cent envisaged in Albania is rather modest — 
perhaps on account of that country’s fast natural increase 
in population. A similarly high rate is, however, also 
expected to be reached in the Soviet Union. At the 
other end of the scale are Hungary, Poland and Czecho- 
slovakia, where per capita incomes of population are 
planned to increase by some 15-20 per cent. In this latter 


105 Due partly to the influx of rural population and partly to the 
increased activity rates, the number of workers and employees is 
expected to grow by some 18-20 per cent over the period in Poland, 
the Soviet Union, Bulgaria and Rumania. In the first two countries, 
an accelerated growth of the working-age population, due to 
demographic factors, will constitute a significant additional factor. 


group of countries, however, these goals are considered 
as being on the cautious side and as representing the 
lower limit of the potential improvement. | 

The relatively modest targets for the growth of nominal 
wages, covering the range between 10 and 20 per cent 
over the period as a whole, are partly explained by 
expected increases in most countries in urban activi у 
rates as already mentioned. Moreover, consumers’ р ce 
levels are expected to remain generally stable. However, 
the consequences of the reforms of the management 
systems may necessitate some re-adjustments in price 
policy in some countries.” | 

The need for a more cautious and realistic approach 
to target-setting in the field of welfare has no doubt 
been partly dictated by the frequent non-fulfilment of 
these targets during the preceding plan period.” This 
also explains why the new goals appear somewhat 
ambitious in relation to the actual trends in the 1961-1965 
quinquennium (everywhere except in Hungary), but are 
more modest when compared with the plan targets of 
that period. 

An important feature of the new plans is, however, 
a noticeable shift of emphasis in the order of priorities 
on which the execution of these plans rests. This is 
principally shown in the generally increased preoccupation 
with the expansion of the agricultural sector, backed by 
a marked expansion of investment funds, in the attempts 
to close the gap between the rates of growth of producers’ 
and consumers’ goods, and in the stress given to a rapid 
improvement of communal and other services provided 
for the population at large. 


106 Tt seems that some rise in the consumers’ price level is now 
expected in Czechoslovakia; should this happen, the targets for 
nominal wages will be correspondingly adjusted, according to a 
statement by Mr. Novotny (see Rudé Pravo, 1 February 1967). In 
the Soviet Union, on the other hand, the consumers’ price level is 
to remain unchanged. 


107 See Economic Survey of Europe in 1965, Part 2, Chapter 7. 


7. INSTITUTIONAL DEVELOPMENTS 


In most countries of the area the year 1966 was cha- 
racterized by the implementation of changes in the 
methods of planning and management according to the 
previously adopted programmes. In some cases, notably 
in Czechoslovakia, there was even a decision to accelerate 
the process by introducing simultaneously most of the 
new measures which were originally supposed to be 
tackled in successive stages. The same procedure will be 
applied in Hungary, where guidelines for a reform of 
the planning and management system were adopted in 
the course of the year. 


This meant that by the end of the year the implemen- 
tation of the reforms had reached different stages. 
Hungary, where basic outlines for the reform were only 
adopted in May 1966, was still at an early stage. In the 
Soviet Union and Bulgaria, many enterprises were 


108 Ibid., Part 1, Chapter I, pp. 56-70. 


brought in the course of the year into the new scheme 
providing for their enhanced independence, and prepa- 
rations continued for the introduction of the new system 
of wholesale prices. In eastern Germany and Czecho- 
slovakia (where the original time-table was actually 
accelerated), new wholesale prices were introduced effec- 
tive from 1 January 1967. In Poland, where a more 
piecemeal approach to further reforms was adopted, 
several measures were taken in the direction of a decen- 
tralization of economic decisions, particularly in the field 
of investment and foreign trade. 


Among the various issues on which the efforts of the 
governments were concentrated in 1966, the reform of 
wholesale industrial prices was a major one. The approach 
to the price reform varied from country to country, but 
with the main problems to be solved common to Virtually 
all countries, the general line of action currently being 
undertaken is rather similar: (i) the new prices are based 
on cost of production so as to eliminate (or significantly 


ice) the old practice of planned losses, at least at the 
h level; (ii) the profit margins contained in the price 
omputed in different ways) are called to provide for 
ore uniform profitability conditions among individual 
ranches and enterprises; (iii) producer prices are to be 
inked with prices paid by consumers so as to reflect 
onsumer valuation. With the different principles of 
ice formation envisaged in the reform programmes, the 
fluence of the market on the new prices will vary from 
country to country. It is generally believed, however, 
at supply and demand conditions will be called to play 
an increasingly important role even in countries where 
the bulk of prices will continue to be subjected to central 
decisions. The introduction of the new prices is viewed 
verywhere as the first move towards the establishment 
of a price system required for the full implementation 


of the new systems of planning and management. The 
following years will witness efforts aiming at evolving 
closer links between the different categories of prices 
(ie. wholesale, retail and agricultural prices), each of 
which had tended in the past to develop virtually in 
complete isolation. 


In the following paragraphs a few words will be said 
about the new Hungarian programme, although final 
decisions on a number of important issues are expected 
to be reached only in the course of this year. This will 
be followed by a summary of the main developments in 
other countries of the area. The institutional changes in 
agriculture are dealt with in Chapter II, section 3. 


In Hungary where a preliminary report had been 
submitted to the Central Committee of the Party in 
November 1965, guidelines for the reform of the 
planning and management system were adopted by this 
body in May 1966. It has been decided that the new 
system (at least in its more important aspects) should 
come into force en bloc as of 1 January 1968. 


The year 1967 will be devoted to the elaboration of 
the principles embodied in the basic document, but it 
will also witness a number of changes aiming at greater 
independence of the enterprise. The global value of 
production as a success indicator will be abolished and the 
number of products subject to central decisions will be 
significantly reduced. 


Under the new system, the industrial enterprise should 
in principle be free to set its output targets, to decide 
about the volume of employment and various current 


109 Jhid., Chapter I, pp. 69-70. 


10 According to available information, the number of items to 
which centrally fixed targets mandatory to the enterprise continue 
to apply will be reduced as follows: 


Number 
of products 
1966 1967 
Centrally fixed targets relating to: 

ОН BP att a ee ee - 363 160 

Allocation of supplies of basic 
materialsig о Рф ея 76 112 
Domestic trade .......- 141 78 
Foreign trade ......... 226 155 


Source: Figyelé, 21 December 1966. 
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_ inputs, and to make direct contracts with other producing 


units and trading organizations. At the same time, from 
what is known at present, it would appear that the 
resources left at the disposal of the enterprises are 
expected to amount to some 30 per cent of the total net 
income (global value of output minus depreciation, 
material costs and basic wages) of industry. In addition 
to the already introduced capital charge (5 per cent of 
the net value of production assets) and some minor 
taxes, the enterprise is liable to a wage tax and contribu- 
tions to social insurance (15 per cent and 10 per cent 
respectively of the basic wage bill). Enterprises in the 
extractive industries will also have to pay a differential 
rent; moreover, with changes in the fiscal and financial 
systems the turnover tax will lose much of its earlier 
importance. The remaining part of the enterprise’s 
income is subject to a progressive profits tax. It seems, 
however, that enterprises will not at first be allowed to 
manage freely the total of their depreciation allowances. 
No definite decision on the proportions of centralized 
and decentralized investment has been announced yet, 
but it is known that the share of centralized investment 
will be significantly reduced. 


The basic wage and salary scales will continue to be 
determined centrally, but it seems that the enterprise’s 
management will be entitled to certain departures since 
the central authorities are primarily interested in main- 
taining control over average wages. As in Czechoslovakia 
and Bulgaria, there will be a variable part of the total 
earnings directly related to the net profit of the enterprise. 
The upper limit of the variable part accruing to the 
employees will be graduated according to skill and the 
degree of responsibility. It seems that the rank and file 
workers will be entitled to a maximum corresponding 
to some 15 per cent of the annual basic wages; for 
foremen, technicians and engineers the maximum will 
be roughly one-third, whereas the limit for managers and 
high executives will be considerably higher. Basic wages 
and salaries are fully guaranteed by the state, except in 
the case of senior executive staff where the guarantee 
covers only 70 per cent of the basic salary. 


New wholesale prices for industrial products, largely 
based on principles similar to those adopted in other 
countries of the area, will be introduced in 1968. The 
contemplated system of price formation is supposed to 
be rather flexible. From what is known at this stage it 
would seem that it will have a great deal in common 
with the new Czechoslovak system, i.e. centrally fixed 
prices for products which are considered crucial to the 
economy and to the welfare of the population, upper 
limits for prices of a wide range of less important goods 


111 According to Penzugyi Szemle of 7 August 1966, the share of 
centralized investment in 1968 was supposed to amount to only 
25 per cent, against 90 per cent in 1965. The share of the so-called 
medium-size investment (to be carried out and financed jointly by 
the Investment Bank and the respective enterprise) was expected 
to rise from one per cent in 1965 to 35 per cent in 1968, and the 
share of small-scale investment (mainly replacement of fixed capital 
to be carried out by the enterprises) from 9 per cent to 40 per cent. 
It would seem, however, that the views expressed in the paper cannot 
be considered as final. 
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and free market prices for less-essential consumer 50045.12 
The new set of wholesale prices is therefore considered 
as the initial platform, which should gradually give way 
to prices increasingly reflecting market conditions. The 
price reform will be supplemented by the introduction 
of a new rate of exchange (in fact it appears that the 
possibility of having two rates — one against the rouble 
and the other against the dollar — is being contemplated) 
which, together with a more liberal approach to foreign 
trade, is expected to bring a closer alignment of domestic 
prices to those prevailing in foreign markets. 


As already indicated in Chapter II, section 2, towards 
the end of the year close to 700 industrial enterprises in 
the Soviet Union were operating under conditions of a 
reduced number of centrally fixed targets and more 
flexible methods of management. In addition, some 
260 enterprises engaged in road transport, the Gorki and 
Sverdlov railroads, as well as a few large establishments 
in civil aviation and river and maritime transportation, 
were also transferred to the new régime. The introduction 
of the new system of planning and management will 
continue in 1967 and will be spread over a period of 
three years. 


Judging by what can be gathered from the various 
reports, it would seem that the managerial staff and 
workers’ collectives of enterprises transferred to the new 
régime were quick to adapt themselves to the new situa- 
tion, responding favourably to the increased scope for 
initiative. Sales and profits expanded faster than in the 
rest of the industry, and the same applies to labour 
productivity. It is reported that most enterprises suc- 
ceeded in decreasing inventories of finished and inter- 
mediate goods and that there was a rather widespread 
tendency among them to get rid of idle equipment.¥% 
On the other hand, it appears that the effectiveness of 
the new measures introduced in a relatively small segment 
of the economy was often influenced by the fact that the 
surrounding conditions, on the whole, did not undergo 
substantial changes. Complaints were often heard about 
the deficiencies in the traditional system of supplies; the 
financial authorities were often slow to respond to the 
enterprises’ needs for working capital; some of the 
branch ministries were still inclined to rely too much on 


112 Tt is not known whether a definite decision has been made аз 
to the shares of the three categories of prices. However, according 
to Arszabdlyozds (No. 38, 1966) these shares are estimated as follows: 
centrally fixed prices are to be applied to some 25 per cent of indus- 
trial ouput; prices with upper limits — to some 55 per cent, whereas 
the prices of the remaining 20 per cent are to be left to the decisions 
of enterprises. 

18 In his article on the first results of the reform, the Soviet 
economist, N. Garetovskiji, draws attention to the fact that the 
reduction of inventories and similar methods of achieving higher 
efficiency will be quickly exhausted. A steady source of growth and 
higher efficiency, in his opinion, can only be found in technical 
progress. Technical progress may sometimes result in a temporary 
decline in the efficiency indicators, but once the adjustments have 
been made the efficiency of fixed assets will tend to rise quickly. The 
author continues by saying that the temporary fall in profitability 
induced by the introduction of new and costly techniques may take 
such proportions as to discourage the working collective from 
resorting to technical progress. But this, he concludes, should be an 
important reason for increasing incentives in step with any per- 
centage increase in the level of profitability (Komunist, No. 18, 1966). 


direct administrative measures in dealing with the enter- 


> 


ую; 


prises’ managements. ОВ Е | 
In 1967 new wholesale prices are to be introduced. 
The price reform at this stage will have no bearin, ‚о и 
the prevailing retail prices and the delivery prices of 
agricultural products. Se oe 
The new prices are expected to be closer to production 
costs, defined so as to include the newly introduced 
capital charge (which, it seems, may be subject to certain 
variations). Profitability is seen as the ratio of profits to 
the value of production assets 114 (i.e. fixed and working 
capital) and it has been decided that the average rate 
for industry as a whole will be fixed at 15 per cent. 
However, in order to lessen the disadvantage in which 
the relatively less well equipped industries may find 
themselves, profitability as defined above will be highly 
differentiated according to the cost structure of individual 
branches. j 


The new prices, therefore, should ensure profitability 
in all branches of heavy industry which, in turn, will 
entail an average increase in prices of heavy industry 
goods of some 11-12 per cent. The highest increase, of 
some 75 per cent, is planned in the price of coal (which, 
however, is not expected to raise the profitability rate 
of this industry to more than 7.5 per cent), followed by 
significant increases in the prices of oil, gas, metals and 
electric energy (excluding supplies of electricity to agri- 
culture). The rise in prices of these products, however, 
will not affect the prices in the machine building indus- 
tries, as the high profit margins prevailing in the latter 
are considered amply sufficient to absorb the increased 
costs. The substantial increases in the price of coal and 
products of the extractive industries reflect the new 
method of basing prices upon the costs of the least 
profitable enterprise in a given area. 


In order to ensure greater uniformity in working and 
reward conditions among enterprises, a differential rent 
(going to the state budget) in the extractive industries, 
as well as differentiated deductions for the incentive fund 
of the enterprise, is contemplated.“ 


According to a Soviet source, the following considera- 
tions have also played a role in the process of elaboration 
of the new prices: (i) prices of interchangeable goods 
have not only to reflect their own production costs, but 


_ “4 As explained by the Chairman of the State Price Committee 
in an article published in the 1966 September issue of Komunist, this 
formula was adopted with a view to stimulating the best use of 
fixed assets as well as the introduction of technical progress. The 
adoption of the price formula in Hungary and Bulgaria was inspired 
by the same consideration. 


15 According to the same article, a profitability rate of only 
10 per cent, defined in the sense above, applied to the electric power 
industry would result in a 50 per cent profit margin computed on 
the basis of the processing costs; on the other hand, a 15 per cent 
margin on production assets in most of the textiles industries would 
produce only a 3 per cent margin (and even less in the case of 
woollen textiles) on the processing costs. As stated in a paper by 
A. I. Pashkov (see CESES, IlIrd International Seminar, 15 Sep- 
tember 1966) the newly established profit margins will range from 
7 и in some of the heavy industries to 26 per cent in light 
industries. 


ив Sitnin, loc. cit. 


sir efficiency in terms of utility, according to the 
e of equal prices for equal satisfaction of con- 
ts’ wants; (ii) prices of new products have to be 
fermined in such a way that both the producers and 
consumers should share in the benefits derived from 
ir output; (iii) the level of prices ought to be influenced 
yy quality; and (iv) prices should take into account the 
gree of satisfaction of the social needs and the existing 
ationships between supply and demand.” 


In Czechoslovakia the Central Committee of the Com- 
unist Party approved in April a number of measures 
aiming at accelerating the implementation of the new 
system of planning and management. Contrary to the 
earlier decision that the price reform should begin in 
1969, it has been decided to introduce new wholesale 
prices of industrial products as of January 1967. Most of 
the measures relating to the fiscal system, investment and 
wages, were also scheduled for the same date, although 
the full implementation of the reform is not expected 
to be completed in the course of the year. 


The price reform was from the outset considered a 
crucial feature of the whole programme of institutional 
changes, and preparation had already started in 1965.18 
In order to fully cover the costs of production and to 

provide for a uniform profit margin, combining a 6 per 
cent margin on production assets and a 12 per cent 
Margin on basic wage outlays (the “ two-channel ” price 
formula), wholesale prices had to be raised by approxi- 
mately 20-25 per cent. It is believed that in enterprises 
belonging to the same branch (and therefore with a 
similar capital-intensity) similar profit margins will thus 
be secured, and that roughly comparable profit margins 
may even be obtained in all industrial enterprises. It is 
considered that the established profit margins, together 

_With the new system of capital levies and taxes, ought 

to stimulate the enterprises to maximize gross income 
‘(i.e. value added net of depreciation) which has become 
the main criterion for assessing the success of their 
operations. 


| 
ws 


17 Pashkov, loc. cit. 


us For this purpose a mathematical approach based on an input- 
output table disaggregated into 92 sectors was combined with more 
pedestrian methods making full use of the experience of the enter- 
prises. Indices of the new price levels for 92 industries, based on the 
adopted price formula (the “ two-channel ” price described below), 
were computed with the help of the existing input-output tables and 
passed on to the enterprises. The latter, in turn, worked out new 
prices for their main products, by homogeneous groups, and sent 
their results back to the planning authorities. A computer was then 
used for checking on consistency so that finaily the planning autho- 
rities were provided with a list of 25,000 price indices. The enterprises 
used these indices for fixing new prices which became effective as of 
January this year. Since the indices, however, related to commodity 
groups only, prices of individual products were allowed to depart 
from them provided that such departures would not affect the 
average price of the commodity group. (See the Czechoslovak paper 
submitted to the Fourth Meeting of Senior Economic Advisers of 
the Economic Commission for Europe, Document No. ECON. 
ADVISERS 1966/CONF.13.) 

19 This part of the report is partly based on the paper by 
J. Goldmann and J. ЕЕК (“ Prices and Price Policy in the Czecho- 
slovak Economic Reform”), published in CESES, Шг4 Inter- 
national Seminar on Prices and Finance in eastern Europe, Part П, 
Florence, 15 September 1966. 


In principle the wholesale price reform should not have 
much effect on the retail price level since the rise in the 
former is expected to be roughly offset by a correspond- 
ing decrease in the turnover tax. To the extent that it 
will raise gross receipts of the enterprise sector, the part 
of the profit margin computed on fixed and working 
capital will also increase the income of the Government 
sector since a corresponding charge on capital has been 
introduced.“ Furthermore, the share of the increase 
in wholesale prices which is intended to eliminate losses 
incurred by the enterprises (most of which, however, 
were already eliminated in 1964) will correspondingly 
reduce the Government expenditure on subsidies. Finally, 
a tax on the gross income of industrial enterprises, at 
a uniform rate of 18 per cent, was introduced in January 
this year. The net increase in Government income 
resulting from all these measures allowed a decrease in 
the turnover tax considered to be adequate for absorbing 
most of the rise in wholesale prices. 


The wholesale prices obtained under the present 
reform, based on cost and uniform profit margins, are 
to serve as the point of departure for a more effective 
system which will be increasingly relevant for economic 
decisions. With the new mechanism of price formation, 
which will be making increasing use of the market, 
prices are expected to develop gradually into equilibrium 
prices,* thus leading to a differentiation of the actual 
levels of profitability. The inter-play of market forces 
should incite enterprises to reduce costs, whereas exten- 
sion of output capacity, largely based on decentralized 
investment decisions“? and the growing impact of 
foreign trade, should tend to lower profitability in enter- 
prises reaping excessive profits. 


However, central intervention through specific tax and 
price policies will continue to be exercised, and, though 
reduced to a strict minimum, the application of direct 
administrative measures is considered unavoidable for 
some time to come. 


The price reform aims at linking the movements of 
the wholesale and retail prices which in the past were 


120 The capital levy on fixed assets amounts to 6 per cent of the 
net value of the latter. This charge, however, will not be levied on 
fixed assets in housing and sanitary, educational and similar 
establishments, fixed assets used against water and air pollution 
and those for the conservation of soil; it will not be charged in the 
course of five years against that part of the total basic funds which 
is financed by the enterprises’ own resources. In addition to the 
levy on fixed assets, a 2 per cent charge on working assets has also 
been introduced. 


121 This rate applies to all enterprises in industry and construction. 
In the state establishments engaged in retail trade, the tax rate on 
gross income is fixed at 30 per cent; a rate of 16 per cent is applied to 
the economic organizations run by the National Committees 
(i.e. enterprises of local importance) and independent firms engaged 
in architectural and other designing work; a specially low rate, of 
8 per cent, is applied to the central foreign travel agency, Cedok. 

122 This, of course, does not apply to prices which will continue 
to be determined centrally, although central decisions will also pay 
growing attention to signals coming from the market. 


123 Centralized investment, exclusively financed from the budget, 
will amount to roughly 15 per cent of the total investment. The 
share of investment financed by the resources of the enterprises 
(including depreciation allowances) is estimated at 25 per cent, 
whereas the remaining 60 per cent are financed by bank credits. 


separated by the highly differentiated turnover tax. In 
contrast to the old practice of defining the turnover tax 
as a specific duty (which accounted for the difference in 
the two sets of prices), the turnover tax in future will 
be defined as a percentage of the wholesale price. In 
some two thousand commodity groups, uniform tax 
rates will be applied to products belonging to the same 
group; at the same time it is expected to arrive at some 
uniformity in tax rates applied to the different groups, 
but in view of the extreme complexity of the problem, 
the process of unification will be spread over a period 
of years. 


A similar though more difficult task of the reform is 
to establish links between domestic and foreign prices. 
This means that the traditional system of covering losses 
or wiping out profits of the foreign trade organizations 
will have to be discontinued; consequently the receipts 
of enterprises engaged in foreign trade operations will 
have to reflect the impact of price developments abroad. 
According to available information, the problem of 
adapting domestic prices to those prevailing in the 
foreign markets will be tackled only gradually, involving 
a process spread over a period of years. Adjustments will 
first be made within a number of rather wide categories 
of products entering international trade; the experience 
thus gained will be used for effecting price changes on 
a larger scale. 


The implementation of what is referred to as the 
New Economic System in eastern Germany entered a 
new phase with the completion of the wholesale price 
reform on 1 January 1967. As in other countries which 
adhered to price reform, the guiding principle in the 
recalculation of wholesale prices has been to bring them 
closer to production costs. The price reform was preceded 
in 1964 by a revaluation of fixed assets, resulting in an 
average increase in the level of gross value of 52 per 
cent, and an upward adjustment in average amortization 
rates from 3.8 to 4.3 per cent.* The first and second 
stages of the reform, concerning mainly basic materials, 
which were heavily subsidized, entailed average price 
increases of about 70 and 40 per cent respectively. At 
the third stage, comprising the processing stage — which 
in value terms corresponds to two-thirds of total indus- 
trial production — the average rise in the price level 
was estimated at about 4 per cent. 125 In connexion with 
a general inventory at the end of December 1966, stocks 
and unfinished production have been revaluated at the 
new prices. 


The various measures designed to grant greater freedom 
to the enterprises will gradually be elaborated in greater 
detail as the full effect of the changes in cost and price 
structure becomes apparent, and in this respect the 
year 1967 has to be considered as a transitional period. 
In terms of global accounting important basic value 
proportions will be altered. According to preliminary 
calculations,’** the share of production expenditures in 


4 See Economic Survey of Europe т 1964, Chapter I, р, 57. 
15 See Die Wirtschaft, Мо. 37, Appendix, р. 7. 
126 See Neues Deutschland, 18 September 1966, р. 4. 


the gross social product (on the basis of data for 1965) 
would increase from 52 per cent (in old prices) to 59 per 
cent (in new prices). The impact of the price changes 
will naturally make itself felt to a greatly varying extent 
in the different sectors, branches and enterprises; in 1967. 
for industry as a whole, the share of material costs and 
amortizations in total enterprise costs will increase from 
about 60 to 75 per cent.’ | 


The fundamental problem to be solved by the рысе _ 
reform was to eliminate state subsidization in the basic — 
and intermediate stages of production; by letting the 
full costs show up at the enterprise level, conditions are to 
be created for a more rational utilization of materials 
and fixed assets. In accordance with the directives for 
the implementation of the industrial price reform, the 
new prices have been established so as to enable the © 
enterprises to cover production expenditures at a level | 
of “socially necessary costs”; they should also шо 
principle contain an element of net income, correspond- | 
ing to average national expenditures for new investments © 
and the financial needs of the state for expenditures шо 
non-productive sectors.18 Profits in the capital-goods аз. 
well as the consumer-goods industries were calculated so 
as to cover average yearly expenditures for new invest- 
ments and increments in circulating funds; this is in 
order to make possible the implementation of the prin- 
ciple of self-financing of the enterprises. It should be 
noted, however, that some redistribution between enter- 
prises and industrial branches will also be necessary in 
the future in order to guarantee planned developments. 
As far as it has been possible to ascertain from available 
information, the average net income rate in the capital- 
goods industry has been established at 9.5 per cent.!?9 
Centralized expenditure will continue to be mainly 
financed from taxes and profits originating in the con- 
sumer-goods sector, although to a smaller extent. Since 
the prices for consumers’ goods were, in principle, to 
be kept stable, profits in the capital-goods industries 
could not be calculated at the full average rate for the 
economy. 


127 In respect of institutional changes, the implementation of the 
various measures of the New Economic System, aiming at a pro- 
gressive decentralization of planning and management, has continued 
according to established lines. In general, the number of compulsory, 
centrally laid down targets for the enterprises has been considerably 
reduced. A greater share of investments than in previous years was 
covered by enterprises’ own funds; before the industrial price reform 
about two-thirds of the resources were allocated via the State 
Budget; in 1967 the enterprises are supposed to finance about 
70 per cent of their investments from their own receipts, a further 
share to.be covered by interest-bearing credits, which have to be 
repaid. (See Die Wirtschaft, No. 37, 1966, Appendix, p. 7.) The 
rights and obligations of the centrally administered state enterprises 
will be clearly defined in a new decree at present under elaboration; 
the latter will also lay down the scope of enterprise freedom with 
respect to future price fixing. 

ra In March 1966, a production fund levy was introduced for a 
series of VVBs; a differentiated rate, varying between 1.4 per cent 
and 6 per cent, appears to be applied; so far, there has been no 
official statement about whether, or when, the levy would be gene- 
ralized. (For instructions to the state enterprises on the principles 
of computing the new industrial prices, see GBL, Part II, No. 148 
17 December 1966.) ‘ 


12° See Die Wirtschaft, No. 37, 1966, Appendix, p. 12. 


The new industrial prices contain the following main 

ost elements : — 7a > ped си 

_ (1) wage expenditures, calculated at an average level 

_ for the branch; 

_ (2) material expenditures; 

_ (3) full amortization costs, as they follow from the 
results of the revaluation of fixed assets and the 
new rates (previously depreciation was covered only 
at about 65 per cent); 


; (4) expenditures for research and development (which 
earlier were financed mainly via the state budget); 


_ (5) VVB administration costs. 


_ Enterprise profits, which hitherto were calculated as 
a percentage of total costs, will now be established on 
the basis of processing costs (mainly wages), i.e. exclud- 
‘ing material costs and deliveries from other enterprises. 
No information is available on the average profit rate 
outside the capital-goods industry, but for the engineer- 
‘ing industry, for example, a profit element, representing 
about 22 per cent of the processing costs, has been 
included in the product prices. Exceptions have been 
made, however, for products where processing costs 
constitute only a small share of total costs — the maxi- 
mum level would seem to constitute about 44 per cent. 


With the completion of the industrial price reform, 
the extent of state subsidies will be considerably reduced. 
Whereas in 1966 they amounted to some 13.5 billion 
MDN, they will fall to about 7.5 billion in 1967, the 
distribution being as follows: 


0.9 billion — basic materials, mainly coal and non- 
ferrous metals 
1.7 billion — agriculture 
1.0 billion — procurement organizations 
- 2.7 billion — consumers’ goods and services, of which 
} 1.1 billion for transport 
1.1 billion — rents for housing. 


On the whole, the industrial price reform in eastern 
Germany has to be considered as a first and necessary 
step in the establishment of a rational basis for a new 
and more flexible price policy, the principles of which 
are to be further elaborated by the newly established 
price agency at the Council of Ministers. 


The price reform has also become one of the main 
issues in Bulgaria since it is felt that the new forms of 
planning and management 130 cannot produce the desired 
impact on the economy with the existing price structure. 
A new set of wholesale prices, based on the general 
principles described in the first part of this section, is 


189 In 1966 the new forms of management had already been 
introduced in the majority of industrial enterprises, domestic and 
foreign trade organizations and road transport. A comparison of 
results in enterprises working under the new and the old systems 
for the first half of 1966 is given in Chapter II, section 2. 
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being worked out. As in some other countries, the 
profit margin, defined as a percentage of the value of 
production assets, will be differentiated so as to take care 
of the degree of capital-intensity prevailing in different 
industries and the differential rent element will be 
included in prices relating to extractive industries. It is 
expected that the effect of the price reform will be felt 
particularly in engineering, ferrous metallurgy and fuel 
industries. A specific feature of the Bulgarian price 
reform is the particular attention given from the outset 
to foreign market prices. It seems that attempts are 
being made to work out coefficients expressing relation- 
ships between domestic and foreign prices for selected 
commodity groups, which are to be taken into account 
when computing the new prices. 


The implementation of the institutional reforms in 
Poland closely followed the guidelines adopted by the 
Central Committee of the Party in July 1965. During 
the year, the system of financing and controlling invest- 
ment activity was modified in the direction of providing 
enterprises and associations with greater responsibility 
and control. A capital charge computed on the net value 
of fixed assets and differentiated by branches was intro- 
duced, and new regulations concerning the wage fund 
and premia distribution were put into force. The prin- 
ciples governing the activities of industrial associations 
were fixed by statute, and new performance indicators 
were introduced on a wider scale. An important develop- 
ment was the lifting of limitations on employment in a 
large segment of industry}! as well as the introduction 
of a new premium related to saving on wages.8? A 
measure which may considerably influence foreign trade 
is the implementation of the guidelines as of July 1966 
with respect to the modus of operation of enterprises 
engaged in this sector. Particular mention should be 
made of the substitution of quantity by value targets 
(expressed in terms of foreign currency) and of the 
introduction of a unified premium system for producing 
and trading organizations based on profitability of 
combined operations. 


It is planned to introduce as of January 1967 new 
accounting prices for producers, at least in the majority 
of branches. The new prices will, in principle, contain a 
profit element differentiated according to the quality and 
technical characteristics of the products; and, as it was 
officially described, it will reflect the extent to which 
the products satisfy “ social ” and “ market ” preferences. 


181 Tt was reported that, by the end of the year, enterprises 
employing 40 per cent of the labour force fell into this category. 

132 The regulation specifies that 50 to 75 per cent of the wage- 
fund which an enterprise is able to save by keeping employment at 
a level below that written into the plan can be utilized as premia. 
The remainder would be transferred to the association to be used 
as premia in enterprises which do not have any scope for restricting 
employment, but instead can show achievement of a different type. 
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CHAPTER III 


Europe’s foreign trade 


1. INTRODUCTION 


_ Although world economic growth was somewhat 
‘slower in 1966 than in 1965, provisional data indicate 
that world trade increased faster than in the preceding 
year. The United Nations volume index, covering the 
first three quarters of 1966, shows that world exports 
(excluding eastern Europe and mainland China) increased 
by about 84 per cent over the January-September 1965 
level while the growth between 1964 and 1965 had been 
about 74 per cent. Furthermore, value data available for 
almost the full year for developed market economies and 
provisional turnover data for the eastern European 
countries, covering the full year, indicate that world 
trade increased by about 9 per cent between 1965 and 
1966 compared with 8 per cent in the previous year. In 
volume terms the growth in both 1966 and 1965 was 
about one percentage point less as the United Nations 
unit value index for world exports increased by one 
percentage point between the three first quarters of 1965 
and the corresponding period of 1966, as well as between 
1964 and 1965. Thus the price stability of internationally 
traded goods in contrast to the rapid increase in domestic 
~ price levels was as marked in 1966 as in earlier years; 
in itself this is one explanation of the rising share of 
internationally traded goods in world output. It is of 
course true that on the average export prices of manu- 
factures during most of the postwar period have in- 
creased faster than those of primary commodities 
(excluding non-ferrous metals).1_ This development 
brought about a sharp deterioration in the terms of 
trade of the developing countries between 1954 and 1962. 
During the last four years of exceptionally fast economic 
growth in the whole developed world the terms of 
trade between the developed and developing countries 
have remained unchanged. 


International price quotations for staple foods, fuels 
and industrial materials were on the average at a slightly 
higher level in 1966 than in 1965, albeit with a certain 
tendency towards weakening in the second half of the 
year. Neither in 1966 nor in 1965 did price developments 
particularly benefit developed countries. Among the 
products overwhelmingly supplied by developed coun- 
tries, and/or traded largely among them (apart from 
manufactures), wheat, maize, bacon and wool attained 
higher prices in 1966, whereas prices of such important 


1 It is likely, however, that the recorded unit values of manu- 
factures do not fully allow for quality improvements. 


commodities as steel, aluminium, synthetic fibres, and 
forestry products on the whole fell or remained at a 
“low ” level. Among the products typically exported by 
developing countries, beef, cocoa, tea, jute and burlap, 
hides and copper were traded at higher prices in 1966, 
while the opposite was true of coffee, sugar, cotton, 
rubber, oilseeds and oils, lead and zinc.? 


As Table 1 shows, the expansion of world trade, 
expressed in current prices, both in 1965 and in 1966 
was centred on the developed market economies. Among 
the areas specified in the table, and making an exception 
for mainland China, North America had the highest 
import growth in both 1965 and 1966, in the earlier 
year followed by the three developed primary exporters, 
and in 1966 by Japan. Imports into western Europe in 
1966 appear to have grown at a somewhat lower rate 
than the world average, while in the preceding year 
western Europe’s import growth had kept pace with 
world trade growth. Imports into eastern Europe in- 
creased in both years at significantly lower rates: in 1966 
about in line with imports into the developing countries. 
Thus the slight acceleration in world trade growth in 
1966 compared with the development in 1965 resulted 
almost entirely from higher imports into North America 
and Japan. 

Seen from the exporter’s side, world trade growth in 
1966 was also concentrated on North America and 
Japan, but the major reason for the acceleration in 1966 
was the resumption of fast North American export 
growth, following the very modest growth in 1965, in 
conjunction with a similar change in exports from the 
three developed primary exporters. Exports from the 
developing countries may also have contributed mode- 
rately to the acceleration. On the other hand, exports 
from both eastern and western Europe increased at 
lower rates in 1966 than in 1965. 


Thus neither in 1965 nor in 1966 had Europe such an 
outstanding position in world trade growth as it held 
earlier in the postwar period. In 1966 as well as in 1965, 
the dynamic centre was found rather in North America. 
And in 1966 the remarkable event was that North 
America not only had the highest import growth (as had 
also been the case in 1964 and 1965) but in addition, 
together with Japan, the highest export growth. 


2 It appears likely that the terms of trade of the developing 
countries deteriorated somewhat during the fourth quarter. 
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TABLE 1 
World trade developments in 1965 and 1966 by major regions % 


Percentage increase over previous year 


A. Based on exporters’ data 


B. Based on importers’ data 


Australia, Develop- | 
New Zealand, ing Mainland World 
Exports to “es a Pos pone а South ‘Attica countries China 
from 
8 ти м 
1965 10 10 20 18 19 —12 —11 10 16 
ae 1966| 8 9 1010 = 23 а 5 35-99 
Eastern Europe 1965 10 13 5 32 40 13 8 5 Я 10 23 : ; 
1966 A 12 vs Ae 34 23 с. 
i — 2 —23 4 
rthrAmericaysud № :. 1965 9 7 —46 16 15 6 12 10 
р . 1966 10 6 71 22 23 15 14 —12 8: 11 76 14 
Тара ее ее. 1965 26 24 —3 34 36 me С 29 36 22 60 27 
1966 15 13 28 20 25 16 aus 11 16 14 
Australia, New Zealand 1965 —2 —4 —28 19 —1 —4 —6 9 6 —7 8 = 
and South Africa . . 1966 a 5 A 32 26 A 
д : 1965 6 5 20 5 6 9 8 6 —16 5 9 6 
Developing countries . . 1966 > 5 ых 11 Е 13 : 8 
Mainland China 1965 33 32 —12 8 50 24 42 9 16 14 aie 8 
1966 an 23 ae x 33 re 39 о ae ae a 
World]... cote 1965 9 8 5 15 15 4 3 1 13 8с 30 8 
1966 Е 8 66,с 20 ae 16 ae —5 6¢ ae 9* 


Sources: United Nations, Monthly Bulletin of Statistics, June 1966 and 
February 1967; International Monetary Fund, Direction of Trade; OECD, Foreign 
Trade, Series A, Overall trade by countries ; and national trade statistics. 

а Developments in 1966 are calculated on trade statistics covering 10-12 monthsin 
western Europe, 11 months in Japan, 10 months in North America, and 9 months 
in other countries, except for eastern Europe for which only one per percentage 


giving increase in total turnover between 1965 and 1966 is available, and main- 
land China for which no trade data are available. 


р Trade growthis apportioned equally on exports and imports although it appears 
likely that imports increased faster than exports. 


¢ In fact, importers’ data. 


2. EASTERN EUROPE’S TRADE IN 1966 AND PROSPECTS FOR 1967 


The trade performance of the CMEA countries in 1966 
was influenced by a number of short-term factors, some 
of them working in favour of fast trade growth, but most 
working in the opposite direction: in some countries the 
growth of imports was deliberately restricted for balance- 
of-payments reasons; rising domestic demand often 
tended to affect the capacity to raise exports; further 
economies in imports were made in the second half of 
the year as a result of good harvests in all the eastern 
European countries. In both 1965 and 1966, domestic 
output of tradable goods appears to have grown faster 
than exports and imports of such goods. This might, 
however, have been nothing more than a temporary 
consequence of efforts to improve the balance of 
payments. 


In 1966 the value of the foreign trade turnover of all 
the CMEA countries combined grew at virtually the same 
rate as in 1965 (about 6 per cent), or rather less fast 
than during the period 1961 to 1965 (over 8 per cent) 
(see Table 2). For the eastern European countries 


other than the Soviet Union, the increase in both 1965 
and 1966 was.7 per cent, as against an annual rate of 
8.5 per cent during the 1961 to 1965 period. These 
figures are based on value data; it is impossible to say 
whether trade increased more or less in volume terms 
than in value terms. The prices at which шна-СМЕА 
trade is conducted are at present being revised in order 
to bring them into closer harmony with those that ruled 
on the-world market in the 1960 to 1964 period. This 
adjustment, to be completed in 1967, favours exporters 
of manufactured products and importers of raw mate- 
rials. While individual countries may as a result find their 
terms of trade improving or deteriorating according to 
the commodity composition of their trade with the other 
CMEA countries, there is no evidence that the overall 
price level of this trade will change. 


As in most recent years, economic conditions in 1966 
varied a great deal from country to country with the 
result that the growth of their exports and imports was 
rather uneven. Trade growth tended to be smaller in the 


_ National income produced ...... 


_ Exports Py Sigh a Ie i бе 1 600* 
ОО ев ен. ee 1 570* 
i National income. produced: ... .*. 
oe Ge ea es ое 2 273 
~, Reese Re aan ara 2 494 
; National income produced 5 
Rumania 
ESS A aan i, a <. 1 186 
oo a ee 1214 
р National income produced ...... 
Soviet Union 
OUI soe ee ence еж © 
а.о. | 17 030 
National income produced ...... 
Seven eastern European countries 
ПРО set) ago obs so, мм 
По - Mees 2 pes ww + hinge 25117 


‘Seven eastern European countries and the 
Soviet Union 


Sources: National statistics, plans and plan-fulfilment reports and various press reports. 
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region in 1966 grew appreciably faster than trade within 
the region, and this may be true also of eastern Germany 
and Rumania. Plan fulfilment and other reports confirm 
that similar trends continued throughout the year. 


Furthermore, partner country statistics indicate that in 
1966 western European imports from the CMEA coun- 
tries increased by 11.8 per cent (which is slightly less 
fast than in the same period of 1965), and that exports 
to that area grew by 11.2 per cent (considerably slower 
than in 1965). Both flows thus grew faster than total 
trade of the CMEA countries. Scattered information also 
points to a relatively fast growth in CMEA trade with 
the developing countries in 1966, following the substan- 
tial expansion in preceding years. 


Judging from the figures released in national plans 
(five of the eight countries have published their foreign 
trade plans) and in commercial agreements, foreign trade 
of the region may be expected to resume a-faster growth 
in 1967, except in eastern Germany. Trade agreements 
so far concluded between the CMEA countries provide 
for substantial increases in mutual trade in 1967. The 
minimum rate at which bilateral deliveries are planned 
to grow amounts to 8 per cent, but the majority of rates 


vary between 9 and 20 per cent.? Trade agreements with 
certain developing countries also provide for sharp 
increases in 1967.4 


Despite the relatively sharp annual fluctuations in the 
CMEA countries’ trade with different regions, there were 
surprisingly small long-term shifts in the regional compo- 
sition of the area’s trade between 1960 and 1965. As 
Table 3 shows, the major change between these years 
was a reduction of the share of the Asian planned 
economies, mainly offset by an increase in the share of 
the developing countries but also by an increase in the 
share of the Soviet Union in total exports of its CMEA 


8 The following percentage increases between 1966 and 1967 
are stipulated in bilateral trade agreements: Hungary-Poland, 
20 per cent; Soviet Union-Poland, 15 per cent; Czechoslovakia- 
eastern Germany, 9 per cent; Poland-eastern Germany, 8 per cent; 
Hungary-Rumania, 30 per cent; Bulgaria-Soviet Union, 16 per 
cent; Czechoslovakia-Poland, 8 per cent; Rumania-Soviet Union, 
9 per cent and Bulgaria-Rumania, 100 per cent. 


4 A few examples are: India-Bulgaria (stipulating an 18 per cent 
increase in mutual trade), India-Rumania (15 per cent increase), 
India-Soviet Union (10 per cent increase), and India-eastern 
Germany (15 per cent increase). 


TABLE 3 


Trade of eastern European countries combined by main regions, 1960 to 1965 


Value in millions of current dollars, percentage increases and percentage shares 


Exports Imports 
Percentage Percentage 
increase Percentage share in increase Percentage share in 
1961-1965 1961-1965 
_Value annual Value annual 
in 1965 average 1960 1965 in 1965 average 1960 1965 
Soviet Union and eastern Europe 
Joie ey Frys ое пя 19 910 8.6 100.0 100. 
of which: exports to, and imports from: ь ae = oe we 
Золе. 4 682 10.7 21.4 23.5 4 431 8.5 22.2 
р : : : . 22.6 
Other eastern Europe... ... .- 7 937 8.9 39.4 39.9 7 896 9.9 36.8 40.3 
Asian planned economies ..... 543 —9.8 10.5 247 510 —10.3 10.2 2.6 
Western Europe mi. о зе. 3 905 8.6 19.6 19.6 3 830 7.6 19.9 19.5 
Of which BRC Roy, gh р cache shane: 1763 8.6 8.9 8.9 1705 5.4 9.8 8.7 
Restiof-the Worldr о 2 843 19.1 9.1 14.3 2 
of which: Developing regions. . . ... 2 432 19.2 Та 122 ne ae 4 г. 
Six eastern European countries 
PROP er. Pettey ее 11 746 
of which: exports to, and imports from : a о р а AS Amo 100.8 
SOVICHELINION дер а А: rites 4 682 10.7 37.1 39.9 
- 5 ‘ : 4 431 8.5 
Other CASLEIN Елторе и 3 261 9.2 27.9 27.8 3 161 8.5 ie : Wa 
Asian planned economies ..... 187 —9.2 5.4 1.6 166 ~10.1 47 1.4 
Western Europe ......... 2505 9.2 21.2 21.3 2618 9.2 21.6 22.7 
OMWAICHEBEEGr 42. аа аа 1 249 9.4 10.4 10.6 1 296 8.7 11.0 112 
Resthofathenworld.. . в. 1111 11.6 
of which: Developing regions. . . . . , 934 10.8 se Ab Ae ue Su gia 
Е ь é 4 TeV 


Sources: National statistics. 


р from 37.1 рег cent in 1960 to 39.9 per cent 
_ Looking at trade developments in 1966 in the individual 
-CMEA countries, it is found that Bulgaria increased 
foreign trade in 1966 faster than any other country. It is 
estimated that the trade turnover of this country rose 
_ by 19 per cent, which is considerably above rates achieved 
in the recent past, and also above that planned for 1966. 
During the first nine months, exports increased by 13 per 
_ cent and imports by as much as 29 per cent, thus reversing 
the trends in 1965 when exports had been encouraged 
_ and import growth restrained in order to improve the 
_ balance-of-payments position. In 1966, оп the other hand, 
the policy was to accelerate the growth of domestic 

_ demand, especialiy of investments, resulting in a 35.4 рег 
_ cent increase in machinery imports, partly financed by 
credits. At the same time export growth was helped by 

~ ап excellent harvest, combined with a rapid expansion in 
the output of the food-processing and tobacco industries 
as well as of the metal-using® and chemicals industries. 


Rumanian trade growth also accelerated in 1966 and 
the trade turnover increased by 10 per cent. As in 
Bulgaria, imports grew appreciably faster than exports. 
In 1965 Rumania had, however, been obliged to reduce 
imports by 8 per cent for balance-of-payments reasons, 
while at the same time exports increased by 10 per cent. 
Together with an export expansion of 7.6 per cent in 
1966 and some credits, this permitted an increase in 
imports of 12.7 per cent in 1966. 


Exports were especially stimulated by a good harvest 
(maize and vegetables), while a rapid increase in the 
output of export-oriented branches, such as machinery, 
chemicals and wood-processing industries, permitted in- 
creases in exports of 14, 15 and 10 per cent respectively. 
Improvements in costs and in the quality of manufactured 
products were especially helpful for the expansion of 
exports to developed market economies. The rapid 
increase in industrial output also resulted in a particu- 
larly sharp increase in imports of intermediate products 
(accounting for more than 50 per cent of the total). 
On the other hand, the high rate of capital formation 
had little impact on imports as a larger variety of machi- 
nery was available from domestic output. 


Rumania is optimistic for 1967, and plans a 20 per cent 
increase in trade. It is hoped that exports of machinery, 
chemicals, timber and the products of the petroleum- 
based industries will again be the most dynamic sectors; 
at the same time, rapid industrial growth and the need 
to improve consumers’ supplies and to introduce modern 
techniques will call for a considerable rise in imports. 


Eastern Germany’s trade turnover increased by 9 per 
cent in 1966, a considerable improvement on the 4.7 per 
cent growth in 1965. Although separate data are not 
available for exports and imports, it appears that the 
expansion affected both flows. Exports were stimulated 
by sizable additions to capacities, declining. production 
costs and improvements in the quality of products. 


5 The share of machinery in total exports rose from 24.6 per cent 
in 1965 to 25.2 per cent in 1966, and is planned to reach 37 per 
cent in 1970. 
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Machinery and other metal manufactures, chemicals and 
light-industry products were the major contributors to 
the growth of exports. On the other hand, import needs 
were restrained by economies in the use of raw materials 
(this time also enforced by an increase in prices paid by 
the users) and by a good agricultural year which raised 
the degree of self-sufficiency in food supplies. However, 
imports of petroleum increased considerably, as did 
imports of machinery. 


Unlike the situation in most other eastern European 
countries, the acceleration of east German trade in 1966 
primarily reflected a recovery in trade with the CMEA 
countries (an expansion of 8 per cent) and especially with 
the Soviet Union. In 1965, trade with the CMEA countries 
had increased by only 2 per cent and trade with the 
Soviet Union had actually fallen. Trade with developing 
countries increased by 13 per cent in 1966, whereas trade 
with developed market economies probably rose rather 
less rapidly than the average (1966 trade with the German 
Federal Republic and west Berlin was especially dis- 
appointing). 

In the expectation of similar conditions in 1967, 
eastern Germany plans a 7 per cent increase in trade 
turnover. Other elements that may favourably influence 
trade in 1967 are the continuous improvement of the 
export structure and the closer links that have been 
established between producing and trading enterprises. 


The Soviet Union slightly exceeded the plan target for 
1966 and achieved a growth of trade turnover of 5 per 
cent, or about the same increase as in 1965. No further 
direct information is available on Soviet trade in 1966. 
It may be assumed that imports grew very slightly faster 
than exports, largely reflecting trade with other CMEA 
countries and possibly the developing countries. Trade 
with the developed market economies displayed the 
shift familiar from 1963/64: Soviet imports from North 
America (mostly grain) increased from $66 million in 
1965 to $263 million in 1966 (first nine months for both 
years), while Soviet imports from western Europe 
declined. Soviet exports to western Europe, on the other 
hand, increased at a high rate. The Plan for 1967 expects 
trade growth to accelerate slightly and to reach 6 per 
cent. 


The three remaining CMEA countries — Czecho- 
slovakia, Hungary and Poland — had a lower growth of 
trade turnover in 1966 than in 1965.5 As in 1965, one of 
the major preoccupations of the Hungarian Government 
in 1966 was to rectify the balance-of-payments position 
which had progressively deteriorated during the 1962- 
1964 period. Thus exports were planned to increase by 
6-7 per cent, which was almost achieved, but imports in 
fact increased less fast than planned. This meant that in 
1966 Hungary achieved a slight surplus on merchandise 
account under conditions of an accelerated rate of 
domestic output and consumption growth. This improve- 


6 Exports from Albania in 1966 were 5 per cent greater than in 
the previous year, thus maintaining the same rate of growth while 
slightly exceeding the planned increment of 4 per cent, largely owing 
to the 3 per cent over-fulfilment of the Agro-export Corporation’s 
annual target. The 1967 Plan envisages the maintenance of the 1966 
values for both exports and imports. 


ment was largely caused by some import substitution as 
well as by means of economies in the use of imported 
raw materials, the price of which in addition declined. 
Exports of machinery remained practically unchanged, 
while those of other groups of products increased at 
rather similar rates (9-11.5 per cent). Imports of food- 
stuffs declined, whereas raw materials and machinery 
increased by slightly more than 4 per cent, leaving 
manufactured consumers’ goods as the only group to 
record a substantial increase (12.2 per cent). | 

Export growth was helped by expanding markets for 
Hungarian products in western Europe (accounting for 
slightly more than 30 per cent of the total). Hungarian 
exports to these countries (largely processed food, con- 
sumers’ goods, metallic semi-manufactures and tele- 
communication instruments) increased by 14 per cent, 
against a 4 per cent increase in exports to the CMEA 
countries. A stagnation in exports of machinery was the 
major reason for the slack growth of exports to these 
countries. The stagnation in imports from the CMEA 
countries largely reflected a slow recovery in imports of 
machinery and intermediate products, while the 10- 
12 per cent increase in imports from the rest of the world 
reflected higher imports of manufactured consumers’ 
goods and tropical foodstuffs. 

The recent Hungarian policy of developing output of 
labour-intensive products with a low raw-material con- 
tent should eventually lead to lower import requirements 
for raw materials. This is, however, a long-term goal 
and for 1967 Hungary plans to increase imports by 
7-8 per cent but exports by no more than 3-4 per cent, 
at the same time as output is planned to increase by 
4-5 per cent. 

In 1966 Czechoslovakia achieved a higher output 
growth than planned, while trade growth (at merely 


services account. 


some 2 per cent) did not attain the plan target. Although 
the year’s trade yielded an export surplus, this was 
smaller than needed or than the planned target. This 
was quite a serious problem for Czechoslovakia because 
an export surplus is necessary to balance a deficit on 


Czechoslovakia has during the past few years achieved 
the remarkable feat of accelerating output growth from 


less than one per cent in 1964 to 7 per cent in 1966 while — 
at the same time reducing import growth from 12 per cent — 


to 2 per cent. Nor has the acceleration of output growth 


substantially affected export growth, which declined gra- | 


dually from 4.6 per cent to 2.3 per cent. This development 


is not so paradoxical as may be thought. During the . 


years in question, variations in output growth apparently 
largely reflected harvest results, while industrial produc- 
tion grew at a more steady rate. Thus the sharp accelera- 
tion in output growth in 1966 in fact reduced import 
requirements of foodstuffs. Besides, domestic supplies of 
intermediate goods increased by deliberate efforts to 
reduce exports of such goods while maintaining high 


imports. In manufacturing industry also a higher propor- 


tion of output was in 1966 earmarked for the domestic . 


market at the expense-of exports. 


In Poland parallel rates of import and export growth 
were planned for 1966. Actual export growth (at some 
2 per cent) fell short of expectations, while import 
growth (6.6 per cent) was higher than planned. Due to 
price changes total trade turnover increased faster in 
volume than in value terms. 


Domestic demand tended to expand faster than 
expected in 1966 and spilled over into imports. At the 
same time exports to eastern European countries declined. 
Exports to western markets, on the other hand, registered 
a record rate of growth. 


TABLE 4 


Expected increase in trade of eastern European countries and the Soviet Union on the basis of long-term plans (1966-1970) 
and the trade agreements 1966-1970 


1965 


In i A 
the overalltrade | Total turnover with 
Country in 1966-1970 Expected increase in trade between pairs of countries during 1966-19704 
1961-1965 = 100} Inmillion |Аз percentage 
dollars of totaltrade 
Buleariagiin сх 65 1 748 74.1 Bulgaria 
Czechoslovakia ... 32 3 678 68.6 15 Czecho- 
slovakia 
Eastern Germany 4 083 70.4 27 34 Eastern 
Germany 
un gary ch err. re os 45 1 965 64.9 70 44 42 | Hungary 
Poland@atrigeet.s . 31 23151 60.4 41 43 46 100 Poland 
RUMANIA et.) Е. 55 1 320 60.6 130 30 44 20 62 Rumania 
Soviet Union ..... 10111 62.3 70 50 43 50 50 30 


Sources: Mazdunazodnaya Zizn, 11/1966, p. 13; and various press reports. 


a The agreement 1961-1965, or actual trade in that period, equals 100. 


1966 fell by 1 and 6 per cent respectively while machi- 
exports increased by 4 per cent; exports of manu- 
ured consumers’ goods were the most dynamic — an 
ease by 15 per cent. On the import side, machinery 
14 per cent) and intermediate products (+6 per cent) 
showed the greatest advances, whereas imports of food- 
stuffs and manufactured consumers’ goods fell. Anxious 
to improve the trade balance, Poland plans to accelerate 
_ the rate of growth of exports in 1967 and to reduce the 


growth of imports. 


4 The prospects for trade among CMEA countries for 

the period 1966-1970 are shown in Table 4 which indicates 
_ the foreign trade plans of individual countries and trade 
agreements between pairs of member countries. Each 
- country aims at a faster increase in foreign trade than 
_ in output, though Poland and Rumania plan more rapid 
~tates of growth for industrial output than for foreign 
_ trade, while Bulgaria and Czechoslovakia aim at parallel 

rates of growth of trade and industry. However, mutual 


_ Polish exports of intermediate products and foodstuffs 


trade is expected to increase by roughly 50 per cent,’ 


which is faster than both the expected growth of their 


total foreign trade and the rate of growth of regional 
industrial output, and it is very little lower than the rate 
at which mutual trade grew in the preceding five-year 
period (8 per cent against 9 per cent per year). Judging 
by the figures in Table 4 and the information that the 
trade of the Soviet Union with CMEA countries should 
increase by 50 per cent, all member countries will share 
in this expansion, with Bulgaria’s trade increasing fastest 
and Rumania’s slowest. Trade with the Soviet Union and 
that among other eastern countries taken separately is 
planned to grow by similar rates. This, of course, implies 
a slower-than-average rate of growth of trade with other 
regions, though this trade is still expected to increase 
quite considerably. : 


7 For some products, the increase in mutual trade is expected to 
: ne larger; that of chemicals, for instance, is expected to 
ouble. 


3. FOREIGN TRADE AND PAYMENTS OF WESTERN EUROPE IN 19668 


(a) Developments in 1966 


As would appear from the preceding sub-section, the 
- link between annual fluctuations in growth rates of total 
domestic output, imports and exports in the eastern Euro- 
pean countries is generally less direct than in western Euro- 
pean countries. In the former region, fast economic growth 
may often be accompanied by very large increases in 
imports (especially in the highly industrialized eastern 
_ European countries) and a less than foreseen expansion 
of exports. On the other hand, largely as a reflection of 
_ pronounced yearly variations in crop output, the opposite 
situation may also occur: a poor harvest is likely to 
_ depress growth while calling for higher imports to make 
up for the deficiency (and sometimes also affecting the 
growth of exports). Accidental imbalances are often 
remedied by providing for opposite changes in trade 
growth during the following year, which sometimes leads 
to an alternating movement of offsetting spurts in the 
growth rates of exports and imports not immediately 
linked with fluctuations in total output. 


In western Europe there is a much closer link between 
changes in foreign trade and the domestic economy. An 
increase in domestic demand reacts fairly quickly on 
output and/or imports, and ао — ш the opposite 
direction — often on exports. This means that remedies 
to balance-of-payments strains normally react on economic 
growth; to reduce excessive imports it becomes necessary 
to restrict demand in general with obvious negative 
effects on growth. 

However, trade developments in western European 
countries are not determined only, or even mainly, by 
domestic conditions, as appears to be the case in eastern 
Europe, but also by external conditions. Thus, changes 


8 Western Europe includes all ECE member countries other than 
those covered under section 2 above. However, Cyprus and Malta 
are only exceptionally specified in the tables. 


in the rate of economic growth, particularly in the 
smaller countries with a high foreign trade ratio, depend 
to a great extent on the state of foreign demand. Such 
influences come not only from other countries within the 
area but from the whole world. Thus, as will be shown 
below, buoyant demand from North America supported 
the western European economy in 1966 (as in 1964 and 
1965). 


Before describing recent trade developments in indi- 
vidual western European countries an overall picture will 
be outlined. In value terms aggregate western European 
merchandise imports (including intra-area trade) in- 
creased in 1966 by 8 per cent, or by as much as in 1965. 
Although exports increased at a faster rate than imports 
(or by 9 per cent), the growth was significantly less than 
that attained in the previous year (11 per cent). At the 
beginning of the year it was expected that western 
European imports would grow appreciably faster in 1966 
than in 1965 and that exports would grow less fast than 
in 1965 and only marginally faster than imports. This 
trade forecast was based on GNP forecasts published by 
12 western European countries, and yielding a weighted 
GNP growth in 1966 over 1965 of 3.8 per cent, a growth 
in volume of imports of goods and services of 7.2 per 
cent and a volume growth of exports of goods and 
services also of 7.2 per cent.® 


Provisional estimates for these countries show that 
GNP growth achieved in 1966 was only 3.4 per cent, 
that the import volume increased by 6.2 per cent and 
the export volume by 7.6 per cent. It would, however, 
be premature to conclude from these comparisons that 
GNP and import growth in 1966 were less than expected. 
It is significant that when the forecasts were made the 
forecasters (governments or research institutes) were in 


® In the 1965 Survey, Part 1, the expected import growth was 
given as 7.1 per cent. 


арене ныйе andi вне чи > = ль, Mad 


“SYJUOUL 0943] UO рэзеЯ o 
*591151)838 Opes} 1епопва ро ‘sazsjunoa Aq аролл Поле О ‘У SeLIOS ‘эрец изо ‘GOAO :522410$ 


LIT ¢'t LIsv 8 991 67 SLT Pole feo" ae oS | Ueda 
es 0"6Т CLOT 8 ert 0°9Т СТ ООВ М в SS ar рено 
GE ЕТ | PEOOLT | v7 IZ УТ £6 61817] °° * °° * 7% $93835 рай 
от И S'LLY 6L £8 £8 УСТ 515006 | °° * * * * edormng азэзэм 
76 — 991 [7009 € Sst SLT OTT 6S6IL | ° ° ° edoIng илэз$эм Jo 1594 
£Co 671 VI6OT | 72 Sy oe 0'sz 5:7 a A (rr 24 (0119, @ 
ги OTT 6'867 9°SZ v9 6°15— | LOLS aa gy ЗЕ AOE, 
ЕТ "бе | $996 0'6T 9°56 Sst a) oe age ad Te Ae oe Ue 
OT TEL | OL79 £0 VL Vel SOYO La) аб Г РОМ 
сэт гы ГАСТА 1 сэт LY 8°61 ЕДЕТ и я РЕ 
79 с9 ЕС DOL T'87 O'Or S Eel I соль 2922) 
['8 5'8 7'896 LZ es ss 9 РОССИ Wi ala, “Е ^^ 3” VLA 
Е ГР VOIL ЕТ $" Ст Vr SLEI9T | °° °° * °° Wopsury pou 
OCT 86 9°TL6T SL iG си 6089 Е | °° °° °° ° ° ~puelqIez}IMg 
£8 Lt TELE $ Sv Let Let SLED TR ee” тс Se oe USpoAsS 
SOL 9ET | 769S Vel ГАА 8°9Т 6'568 Sue” °S se resnuey 
8 TOC Cr I 68 си 6'8 [7505 с Rina 2 sete АВМОЩ 
SOL ЕСТ 8'957Т | бР £6 1G 9579 T eg eras ll) gore) he р 
G6 — EL) SELES v9 £8 855 СИЗ С о 0) Же 
8'0Т Гб 5'009Т 8`0Т LOL си 9001 7 oe ee ee сева 
SCL eel ['806 Lv v6 Гб TIL 66GCrape OT = ОН 
тот OLI | 756Е9 VL 8s СЗТ ТУЭР L “ees sss ss рр эм 
900 = SLT O'88T L cor CT Sv— СЕ L Bee gees er ee» И 
тот _ 601 V'768 LI СЕ 9°6Т СС СМР | °° °° °° Ааа о члэ35э А 
SIT ell 7 €S0 OL 6 v1 ЕС VST ОУ "tc а © TE COURT 
9'ET OST | [71389 SCL TL oor 95159 yt + * * Зодшохи-ии8 4 
_ §96T бт | SGT 9961 S961 $961 S961 
ПЕ | эл onjeA 
а ИЕ авы вотв 10 Аципоо Suns0dey 
"qos ззлоахя fro syioduy 


_ 2026 snojsaad moss SasuDys 2801иэ2424 рип savjjop 1излапто fo suoyjipy 
er рие epeues ‘sayejg pow ‘serunos uvedomg плз [VNpPIAIpUr JO эрехт, 
| ¢ ЯТЯУТ, 


Possession of only incomplete knowledge of the extent 
which resources were utilized in the base year (namely 
1965). As the summary table below shows, the 1965 
growth rates were significantly underestimated in the 
beginning of 1966; this applies to most countries. The 
effect on forecasts of erroneous estimates of the starting 
point is complex. It is, however, reasonable to believe 
4 that in several countries forecasters would have been more 
Modest in judging potential growth in 1966 if they had 
Вад better knowledge of the levels which the economies 


a 1965 1966 1967 
4 Estimatea Revisedb Forecasta Estimateb Forecast b,c 
WGNP. ....-. 3.3 3.7 3.8 3.4 3.3 
Широв .. .. 5.9 6.5 7.2 6.2 6.1 
exports... . ct. 7.8 8.5 2 7.6 6.8 


- а From 1965 Survey, Part. 1. 
4 Based on data given in Table 1, Chapter 1. 
¢ Excluding Ireland and Switzerland. 


had in fact reached in 1965.10 Thus a comparison of the 
data available early in 1966 (preliminary estimates of 
achievements in 1965 multiplied by the forecasts for 1966) 
with those available now (revised growth rates for 1965 
multiplied by the preliminary data for 1966) yields the 
following: 


Growth 1964 to 1966 according to 


1965 Survey Present information 


CL re ae eager y hes 9.2 
а. 13.5 13.1 
DD SLET se ре а 15.6 16.7 


In the two years 1965 and 1966, export growth appears 

* to have been higher than foreseen, largely owing to an 
underestimation of North American demand. One 
question mark undoubtedly remains, namely in which 
direction the preliminary data for 1966 will be revised. 


GNP, import and export growth in 1965 and 1966 are 
given for individual countries in Chapter I, Table 1." 
In three of the countries which accelerated GNP growth 
in 1966, the volume growth of imports of goods and 
services speeded up — sharply in France and Italy but 
only moderately in Austria — while their exports in- 
creased at a lower rate than in the preceding year. 
Turkey and Yugoslavia also fit into this “natural” 
pattern; in both countries GNP growth accelerated, 
largely owing to a good harvest. In Yugoslavia, imports 
(trade statistics in current prices are used here), which 
had fallen in 1965, leapt by 22 per cent and export 
growth decelerated. The import growth partly reflected 
strong domestic demand and partly a deliberate boost 
of imports from eastern Europe to use up claims 
accumulated through exceptionally large exports to that 


10 In Chapter I (page 8) the overestimate of expected growth in 
1966 is attributed also to overestimates of the speed with which 
investments would recover. 

11 The figures relate to total imports and exports of goods and 
services in constant prices, and in some cases show different move- 
ments from those in merchandise imports and exports. 


"Chapter Ш — Page 9 


area in the preceding year. In Turkey, the vigorous 
investment demand as well as consumption demand 
resulted in a sharp acceleration of import growth; 
simultaneously export growth slowed down. Also Greece 
and Spain report higher GNP growth in 1966 than in 
1965, but only fractionally so. As in the two southern 
European countries just mentioned, the link between 
domestic demand or output and foreign trade is less 
straightforward here than in the more developed coun- 
tries. Better harvests in 1966 reduced import requirements 
and in Spain boosted exports of citrus fruit. 


In eleven western European countries economic growth 
slowed down in 1966. Among these, western Germany, 
Sweden, Norway, Finiand and Ireland conformed to the 
“ natural ” pattern by decelerating import and — although 
by a smaller proportion — accelerating export growth. 
(However, according to trade statistics in current prices, 
Finland and Sweden had lower export growth in 1966 
than in 1965, partly reflecting lower export prices.) The 
Benelux countries, Switzerland and the United Kingdom, 
by contrast, accelerated import growth and experienced 
a slower export growth despite the slowing down of 
GNP growth. For imports, this development reflects 
inflationary demand pressures at home and a number 
of special factors (changes in stockbuilding, the reduction 
in the British import surcharge, etc.); the failure of export 
growth to accelerate is of course also linked to domestic 
demand pressures, and in addition the drastic reduction 
in west German import growth certainly played some 
role. (See below.) 


Portugal appears to have followed a still different 
course; although the growth rate was lower, and import 
growth reduced, domestic demand pressure was not 
sufficiently restricted to allow for a higher increase in 
exports. In Portugal, the slowing down of export growth 
originated in agriculture, whereas exports of manufac- 
tures continued to grow at a high rate. For instance, 
Portuguese exports of textiles to the United Kingdom 
doubled between 1965 and 1966. 


Country and commodity composition of western Europe’s 
trade in 1966 


Data on the regional pattern of western Europe’s 
trade in 1966 are available for practically the full year 
(see Table 6). The table shows that western Europe’s 
intra-trade increased at a significantly lower rate than 
in 1965, and, as in 1965, at a lower rate than exports to 
the rest of the world. Apart from mainland China 
(exports to this country increased extremely fast in 
relative terms but in absolute terms that growth was 
rather insignificant), North America and Japan provided 
the fastest growing markets for western European 
exports in 1966. Exports to eastern Europe, which had 
expanded very fast in 1965, increased at a much reduced 
rate in 1966 but this was entirely due to an absolute 
decline in exports to the Soviet Union (see section 4(а) 
below). Table 6 also shows that exports to the developing 
countries failed to continue the acceleration observed 
in the two preceding years, despite the spurt in exports 
to Latin America. The deceleration mainly affected 
exports to Africa, reflecting a continued reduction in 
French exports to the North African countries, the 
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TABLE 6 
Western Europe’s trade by areas of origin and destination, 1963 to 1966 


Millions of current dollars and percentage change over corresponding period of previous year 


Imports Exports 
Area of origin for imports Percentage change од Percentage change 
and destination for exports г. 1964 1965 19664 1965 1964 1965 196624 
р а oy 0 0 Os a ee ee ee. SE аа Le. =-—°— 
Western Еигоре .......... 51 744 14 10 9 51 096 13 10 и 
Rest ofthe world... .....-.-- 38 307 11 6 8 28 382 9 12 о 
United Statesand Canada ...... 12 211 13 7 6 7471 10 > A 
Eastern Europe ¢ and the Soviet Union 3 805 8 13 174 3 321 9 
Тара лять 1057 24 24 13 631 16 —12 19 
Australia, New Zealand and South Africa 3 000 15 —4 5 3 123 14 10 —4 
MainlandiGhina, «© 29.) 2 ees G 335 34 32 23 355 13 81 35 
Developingareas .......... 17 828 9 5 5 13 139 6 8 5 
cone tick О latte Sees conan Rea 4986 6 4 5 3 261 a 4 14 
OthersAtricas В veal С Aes oaks 6 193 15 8 6 4573 3 10 —2 
Other Аа о ее лак us 6 547 7 3 4 5 070 8 10 7 
World (including unspecified) ..... 90 051 12 8 8 79 478 12 11 9 


Sources: OECD, Foreign Trade, Series A, Overall trade by countries; and national trade statistics. 


a Provisional; for some countries data are based on ten or eleven months at annual 
rate. 


virtual cessation of British exports to Rhodesia (as 
against only a moderate fall in exports to this country 
from the rest of western Europe as a whole) and smaller 
deliveries of ships to Liberia by Sweden, Norway and 
Denmark. The relatively modest deceleration in export 
growth to developing Asia was accounted for by the two 
major exporters, the United Kingdom and western 
Germany. Exports to Latin America, by contrast, 
accelerated in 1966, after the slowing down in 1965, 
reflecting higher deliveries to Brazil (relaxation of import 
controls), Colombia and Cuba. 


Western Europe’s exports to Japan more than recover- 
ed from the setback in 1965 whereas exports to the 
other developed overseas countries (Australia, New 
Zealand and South Africa) declined, partly because the 
two latter countries restricted imports for balance-of- 
payments reasons. 


Thus in 1966, North America alone accounted for 
about 53 per cent of the absolute increase in western 
Europe’s exports to all countries outside the area, 
eastern Europe for about 13 per cent and the developing 
countries for 24 per cent. 


Table 6 indicates that western Europe’s imports from 
the rest of the world increased faster in 1966 than in 
1965, but less fast than in 1964. The acceleration in 1966 
appears to have been the result of the reversal in import 
growth from the group Australia, New Zealand and 
South Africa: an increase by 5 per cent compared with 
a fall in 1965 of about the same size. Western European 
imports from all other regions specified in the table 
either increased at a lower rate in 1966 than in 1965 or 
(in trade with the developing countries) at the same rate. 
As will be described in more detail below (see section 


р General exports including re-exports for the United Kingdom and Ireland. 


¢ Excluding the trade between eastern and western Germany. 


4(a)), imports from eastern Europe in 1966 increased at 
almost the same high rate as in the previous year, 
Yugoslavia accounting for much of the sustained growth 
in 1966. 


Tables 7 and 8 give data on the broad commodity 
composition of selected western European countries’ 
imports and exports in the years 1964 to 1966. As 
statistics are not yet available for the full year 1966, the 
figures relate to monthly averages of periods of between 
9 and 11 months (compared with corresponding periods 
of the two preceding years). As Table 7 shows, the 
development of western Europe’s imports differed signi- 
ficantly by commodity group.” In six of the ten commo- 
dity groups specified in the table, imports increased more 


in 1966 than in the preceding year, and in four groups 
less. 


The acceleration of crude material imports largely 
reflected the higher rate of economic activity in France 
and Italy, but all countries, except the United Kingdom 
and Denmark, increased the import value of crude 
materials in 1966. In fuels the acceleration was shared 
by most of the countries, climatic factors (the 1965-66 
winter being colder and longer than the preceding one) 
mingling with the long-term trend towards a substitution of 
imported petroleum for domestic coal. The value changes 
of western European imports of crude materials and 
fuels between 1965 and 1966 were probably not much 
influenced by price changes but reflected higher volumes. 


12 That Table 7 shows a certain acceleration in import growth in 
1966, whereas Table 5 shows the same increases in 1965 and 1966, 
depends of course on the fact that Table 7 (as Table 8) covers fewer 
countries and a shorter period. 


ie wWics АУ этом АЕ 


eee Fe 
FOE 


4 


oN 


5'869 


7'965 


s's19 


и. 


ГЕ 


Lot 
с0С 
9°CS 


v 16 
LOL 
8'°Sor 


29 
895 
sss 


SOL 
ое 
9-Т 


Ly 
T6E 
0'6E 


8°€Ol 
£76 
88 
Lit 
VLE 
5'85 


PLZ 


9001 
9°€01 


УТ 


сое 
7601 


cs 


Ауез1 


S'88h 
66th I 
Syl T 


6'955 
9" 
Z'6ST 


re9 
ocs 
TLE 


y99T 
€8rl 
SOIL 


Tort 
Syl 
6 LIT 


6 v8 
с C8 
cL 


6CL 
0°89 
TES 


SCL 
СИ 
S Tit 


9°98 
718 
TLL 


S017 
8°70 
0`У8Т 
9°80€ 
9987 
v'0v~ 


-Alenuel 
Аи) воце2 


позво 


1996 
8558 
CTE 


Сб 
CEL 
169 


Tey 
SCE 
GSE 


УСТ 
Е'87Т 
Schl 


S TOT 
CLL 
TLL 


6Sc 
661 
607 


6L9 
8.15 
ors 


Teer 
O8cl 
6 E€7T 


Sv 
S'6E 
У 


6 OET 
Orit 
exalt 


s'est 
9`ЕФТ 
СИТ 


dog Lautishos requiaydog 229019345 


-Alenuee -Arenuee 


5914511233 92814 |епоцва раз 


6`6ЕТ 
б`СЕТ 
0°ЕСТ 


Let 
ЕСТ 
OTT 


ЕСТ 
9`9Т 
OLT 


VEE 
6 VE 
9°67 


Scr 
Let 
SOI 


6L 
9°9 
OL 


OVI 
oer 
Lot 


Lvl 
oer 
at 


se 
ev 
67 


сот 
76 
6L 
Tvl 
УСТ 
sel 


1990320 
-Arenueg 


разр 


40 ито ) Sapjjop зиолито fo зио НН 
Daids108 naar syroduny jo поррвойшоо дурошиоо) 


тк Nis 


ES (4 9ELS LC6l 
O'CET 815 [/69Т 
6 IT 6 S8P CCST 
C87 8`6/ 0`5С 
9ST €°L9 8'8T 
ис veo oor 
ГУС Les L'07 
617 00S LLT 
L0@ Ter 8st 
cor 8'Е6 OVP 
817 8'58 SBE 
T8€ < 88 Tee 
т бт 8`65 SCL 
ICG. б°СУ Lot 
Vol СЕ 68 
вот 9°97 Lvl 
8ST SCT СЕТ 
OST a4 LOT 
617 O'8E OLT 
T0c BE OST 
0st 705 9°eT 
V9T 9`9т СЕТ 
VET 5`87 СТ 
8°€7 OLY vel 
ТТ 67 , LY 
CLT TI? ov 
Гот СС ov 
СТ с 18 SLT 
Srl 6 UL vor 
sel SPL ГУТ 
vie сш 8'7с 
7 6С 6'59 £°CT 
9°87 [715 9`8Т 

JOQUISAONY 199019}49$ 1290320 

-Arenuesl -Aienues -Arenuer 

yirmMusq Smoquiexny 811151 

“UNIS]Og, 


9961 
5961 
тЭбт 


9961 
S961 
7961 


9961 
S961 
т96Т 


9961 
S961 
796Т 


9961 
S961 
У96Т 


9961 
S961 
y96t 


9961 
c96t 
y96T 


9961 
S961 
y96t 


9961 
S961 
y96T 


9961 
S961 
y96T 


9961 
S961 
y96t 


ported 


1521151015 apps} бирошшо) ‘А э119$ ‘sieded 1еэ1$ 3$ ‘SUONEN рэзгай :5224и0$ 


ss 2 + + -5]лодаи тезот, 


(189 41028-99 
‘9-19 SUOISIAIP ‘6-8 SUOT}998) 
+ + + 5 зэттроиптоо 19430 


(€L WOISIATP) 
yuowidinbo y10dsuviy, 


(ZL-IL ‘69 SUOISTAIP) 
cos 5 5 + © болоте [eA] 


(189 dnosd $591 89-/9 SUOTSTAIP) 
мы. 599559 


(69 UWOISIATp) 
то SomKay, 


. 
. 
+ 
° 
. 


(¢ 1011235) 
Е 


(© 9011995) 
ет 1 


(9-59 “S7-pZ SUOISIAIP) 
* + * *sjonpoid АцзэлоН 


. 
. 
. 


(SZ-v7Z 
SUOISIAIP SSO] “p-Z $90295) 
к мо ея s[elioyeul меч 


(1-0 $00125) 
099840} ‘зэЗетэлэд ‘роо 


в Ag 


эроэ OLIS рае dnoiz Азтроциио)) 


OES 


Leek, 
PRT 
бо 


059 
sls 
OTS 


S'S9l 
У ЭЕТ 
SOIT 


Live 
9°6€ 
S17 


css 
a 
8'6r 


6:55 
os 
Го 


OLE 
ce 
8° 


9-01 
9°8 - 
8's 


9°61 
гос 
£61 


mee di a 
АГ 


Reso re 
99. 


УЕ ИЕ 


99 т 168 
СИТ 8608. 
eScL 
887 6 HI 
L007 сот 
ТТТ тот 
РУ 4 6 TOT 
8155 0'78 
VIZ 9°6L 
5'855 Г99т 
8`687_ ГОТ 
8'97р €L71 
vVI9tT 796 
[СУТ $'86 
С IZ 678 
8°79 5'86 
ees L LS 
66h SVS 
£961 LC 
СИТ (x6) 
TST OIL 
€°6S OOF 
MSS VST 
¢ v9 CST 
Tet 67 
705 617 
8`8Т £07 
ers 9°9S 
SCY VCS 
TSE Sov 
SEE € irl 
OSE Уи 
0°87 Lett 
ре НОС 1290123495; 
-Arenuee -Aienuer 
Ааеилэю) ээчез 
поза 


903 ( aspsaav рзиош) 5аррор Juasina fo suoyry 
вамуиоо uvadomg 0193594 рэ}2э]э$ WOIy sjiodxa Jo uontsodaos Азтроицио ) 
8 Fav iL 


рост c86l —0'855 8`8ЕТ 
SST 7181 79 OTE 
[сот SILT 4S 4 Voll 
Vs Гос 0`с0т 187 
[Е L8t 9°16 Sz 
67 VLT [58 617 
VY LL 10% 8 Е 
87 V6 Г8У ГР 
95 08 SVE OV 
8'8 LLE STL 167 
v8 PvE 6°89 УХА 
Ls 767 79 vv 
9°9 9°< [ГУТ ВЕ 
o's ve CSET LIZ 
ГЕ сс OLIT 602 
ST ev Гус ГИ 
ST СФ УТ =0Т 
ст OV cor 8'6 
СС от SEE VL 
6T £6 6 TE £9 
ST £8 LST gs 
го 97 6ST 6v 
5 07 VLI ov 
co oT СЗТ SE 
V7 VV SCI £07 
718 ev ги 0°02 
ELL se £6 0'6r 
oF 8rI OEE o's 
ov СЕТ VTE cs 
DE 6 TT T6c LY 
LY £6 VLE £9 
or 8°68 Lee cL 
87 $8 74 vs 
! 1990320  199щэлом 1990193995 1990120 
-Атепое[ -Aienueg  -Алепаер  -Алепаег 
ритинН  Улеалтес smoquiexny еду 
-670т8 9$ 


ронза 


$1ло4хо Тезот, 


(189 41018-99 
‘9-19 SUOISIAIP 6-8 $10195) 
ar а ew зэптроитиоэ 19430 


(ЕЁ цотзи!р) 
* qyuowidinbs sj1odsuvi1y, 


(ZL-TL ‘69 suorstarp) 
sf 5 8 8 © sommpoeynueuUl [eo] 


(189 Чпол8 sso] 89-/9 UOISIATp) 
s[ejoul 254 


(с9 worstarp) 
зэГзхат, 


Se to а: ee ig] щ, 2 © 


(© Wores) 
еее ee зрениацо 


(Е п0Н095) 
spon 


Peele See Uae. of a Vat ще 


(p9-€9 ‘SZ-/Z SUOISTAIP) 
“2 = * + = + sjonpoid Ansai0,4 


(Sz-¥Z 
SUOISIAIP SSO] “p-Z 59014995) 


~ eps 2 зерен MEY 


(1-0 suo01}00s) 
099840} ‘5Э8етэлэд ‘роо 


= © 


эроэ OLIS рие 4по13 Адроиино 


| The relatively higher growth of textiles imports in 1966 

han in 1965 partly reflected higher trade in wool tops 
as well as the recovery in wool prices in 1966 after the 
decline in 1965. On the other hand, prices of raw cotton 
and synthetic fibres tended to fall in 1966, which might 
have reacted on the price level of finished textiles. Thus 
‘the 9 per cent increase in imported textile products 
undoubtedly largely reflected a volume increase. All 
countries listed, except Sweden, increased imports of 
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textiles, with France and Italy showing the relatively 
largest increases. These two countries, plus Belgium- 
Luxembourg, also experienced a particularly strong 
upsurge in imports of base metals, partly due, as in other 
western European countries, to the higher price level of 
non-ferrous metals. 

Most of the countries increased machinery imports 
significantly both in 1965 and in 1966; the acceleration 
in the growth rate followed largely from the sharp 


TABLE 9 


Intra-western European trade in 1965 and 1966 by quarters, and by major trade flows 


Data based on export values f.0.b. in millions of current dollars 


A = Specified trade flow as percentage of total intra-western European trade 
B = Change in million dollars from corresponding quarter of previous year 
C = Percentage change from corresponding quarter of previous year 


Exports to EEC 
VWeas and’ | ass ee 
Exports from quarter A B 


веб... 1965 I | 41.3 586 
П | 40.7 457 

Ш | 40.3 577 

ТУ | 40.7 790 

1966 Т| 41.5 564 

П | 42.0 757 

Ш | 42.1 626 

ТУ | 41.3 381 

БЕТА @ апа Finland . . . | 1965 I] 143 27 
П | 14.6 47 

Ш | 14.6 161 

ТУ | 14.4 151 

1966 I] 14.4 194 

II | 13.8 91 

Ш | 13.7 18 

Ty, |. 13.9 34 

Rest of western Europe . . | 1965 I 1.8 —35 
I 1.7> — 


1966 I 2.0 56 


Tora western Еигореа. . | 1965 I | 57.4 578 
II | 57.0 503 

Ш | 56.7 789 

IV | 57.7 975 

1966 57.9 814 


== — 
oy 

~] 

Nn 

с^ 

nA 

со 


EFTAa and Finland 


Rest of western Europe Total western Europea 


A B Cc A B Cc A B С 


19:9 164 И 4:5 63 13 65.1 684 9 
20.1 233 10 | 4.6 117 26 65.0 927 13 
19.2 194 8-4 159 32 64.6 1143 14 
18.7 107 5 | 4.9 120 23 65.1 791 10 
18.9 144 6 | 4.9 122 22 65.8 1023 13 
19.1 58 2 | 4.6 39 i 65.8 723 9 
18.6 50 2 | 4.7 36 5 64.6 467 ь 
13.4 190 13| 29 18 5) 30.6 235 TE 
13.6 110 3.2 55 16 31.4 212 6 
13.4 142 10 | 3.2 56 18 31.2 359 11 
13.2 129 829 36 10 30.5 316 8 
13.3 161 10 | 3.1 82 23 30.8 437 11 
13.4 162 O45 3.2 47 11 30.4 300 8 
13.4 137 8-=| 3.3 44 11 30.4 199 5) 
13.7 168 922.8 8 2 30.4 210 6 

1.8 —20 —8 | 0.2 3 18 3.8 —52 —10 

16 —28 —12 | 0.2 2 13 cies ary) —6 

1.8 —1 =i! 0.2 2 13 3.8 52 12 

2.1 — — 0.2 3 20 4.9 37 6 

1.9 32 14 | 0.2 6 27 4.1 94 20 

1.7 26 12 | 0.2 11 52 3.8 99 23 

1.9 18 8 | 0.2 2 11 3.8 34 7 

2,2 26 98 0:2 5 25 5.0 57 8 
35.0 403 11 7.6 95 12 | 100.0 1076 10 
35.1 246 62% 7.9 120 14 | 100.0 869 7 
35.3 374 10 | 8.0 175 22 | 100.0 1338 12 
34.5 323 И ties) 198 22 | 100.0 1496 12 


О ЗО О О ии 


Sources: OECD, Foreign Trade, Series A, Overall trade by countries; and national trade statistics. 
Nore. — Figures for the fourth quarter 1966 are provisional and based in some cases on an average of two months. 


a General exports including re-exports for the United Kingdom, 
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reduction of such imports into Italy in 1965 and the 
simultaneous stagnation in Belgian imports. In 1966 only 
Finland reported lower machinery imports. 


In three commodity groups western European imports 
increased less in 1966 than in 1965. France and Italy 
were Virtually alone in raising imports of forestry pro- 
ducts (wood, pulp, paper) in 1966, and the reduction in 
such imports into western Germany and the United 
Kingdom meant that the western European total hardly 
surpassed the 1965 figure. There was a smaller increase 
in imports of chemicals in 1966 than in 1965, largely due 
to the stagnation in British imports in 1966. Imports of 
“ other commodities ”, which had increased particularly 
fast in 1965, reverted in 1966 to the more normal rate 
of 9 per cent. This swing was accounted for by a reduc- 
tion in such imports into western Germany in 1966, 
after the spectacular growth of imports from EEC in 1965 
of SITC 931 (special transactions not classified according 
to kind). 


Table 8 gives corresponding data on the commodity 
composition of western European exports in 1966. Trade 
between these twelve countries accounts for some 54 per 
cent of their total imports and 59 per cent of their total 
exports, but these percentages vary greatly by commodity 
group as together they have high import surpluses in 
food, crude materials, fuels and forestry products, and 
export surpluses in the other commodity groups except 
base metals; within that group, an export surplus in 
steel is offset by an import surplus in non-ferrous metals. 


A comparison between Tables 7 and 8 indicates that 
imports and exports developed rather differently in the 
individual commodity groups. While the growth of food 
exports was sharply reduced, compared with the develop- 
ment in the previous year, the import growth accelerated 
slightly, implying that “net imports” fell in 1965 and 
increased significantly in 1966. Much of this shift reflected 
higher prices for cocoa, etc. In the case of crude materials, 
the export growth rate was very slightly reduced in 1966, 
whereas imports increased substantially faster in 1966 
than in 1965, with the same implications as in the food 
trade—namely, a reduction of net imports in 1965 and a 
significant increase in 1966. In fuels, the acceleration in 
1966 related both to intra-trade and net imports, while 
in forestry products export growth was better maintained 
than import growth, indicating lower net imports. In the 
case of base metals, exports had increased by 18 per cent in 
1965 (reflecting exceptionally big steel shipments to the 
United States) and imports by 9 per cent; in 1966 the 
situation was reversed: imports up by 14 per cent, but 
exports by only 6 per cent. Thus the export surplus 
achieved in 1965 was wiped out in 1966. In chemicals 
and textiles, import and export growth moved virtually 
in parallel, in the case of chemicals resulting in higher 
net exports in both years, while in the machinery and 
transport equipment groups net exports increased less 
fast in 1966 than in 1965.18 


18 In the last group (“ Other commodities ”) west German imports 
(largely from EEC) of “ special transactions ” are not reflected in 
export data of the other EEC countries and the two tables are 
consequently not consistent. 


Intra-western European trade in 1966 


The f.o.b. value of intra-western European trade in- 
creased by $4.4 billion in 1966." Between 1964 and 1965 
the growth had been $4.7 billion. In relative terms the 
deceleration was from 10.3 per cent growth in 1965 to 
8.9 per cent in 1966. (The annual increase in this trade 
during the period 1959 to 1965 was about 13 per cent.) 


Table 9 shows quarterly changes in the major trade 
flows. In the absence of a suitable procedure to adjust 
the intra-western European trade data for seasonal 
fluctuations, the comparison is made as between corres- 
ponding quarters of consecutive years. On this basis the 
rate of intra-western European trade growth has fallen 
since the fourth quarter 1965 15 and in the fourth quarter 
1966 this trade was merely 5 per cent higher than in the 
fourth quarter 1965, an increase of $734 million; in the 
fourth quarter 1965 that increase had been $1,496 million, 
and in the first quarter 1964 $1.9 billion. 

The deceleration in intra-western European trade 
growth affected all flows identified in Table 9, with the 
sole exception of intra-EFTA trade, which continued 
to grow also in the last quarter at an annual rate of 
8 per cent, reflecting higher exports from the United 
Kingdom, Denmark and Sweden and higher imports into 
Norway, Denmark and Switzerland. Table 9 shows that in 
the second quarter intra-western European trade was 
$1.4 billion higher than in the corresponding quarter 
1965, a growth twice as high as that attained in the 
fourth quarter. This deceleration was caused by lower 
import growth into western Germany (—$303 million), 
Spain (—$160 million), the United Kingdom (—$144 mil- 
lion), the Netherlands (—$131 million), France (—$71 mil- 
lion); for these five countries together —$809 million. 
Seven other countries also increased imports less in the 
fourth quarter than in the second (net effect —$174 mil- 
lion). By contrast, seven countries accelerated import 
growth between these two quarters: Italy, Denmark, 
Finland, Norway, Switzerland, Ireland and Yugoslavia. 


Looking at the development from the point of view 
of the exporter it is found that France, Belgium-Luxem- 
bourg and the Netherlands accounted for the greater 
part of the deceleration (net effect —$459 million), but 
eleven other countries also had a lower export growth. 
Italy and the United Kingdom were the only countries 
with significantly higher export growth in the fourth 
quarter than in the зесопа.16 


Although a comparison by calendar years hides much 
of the cyclical pattern of economic growth, including 
trade growth, it is commonly used as GNP is normally 
calculated only on an annual basis. Thus, it was shown 
in the Economic Survey of Europe in 1965, Part 1, that 
in selected western European countries imports from 
western Europe reacted very strongly to yearly changes 
in the national GNP growth rate. (The “ elasticity ” of 


oo some countries, data covering less than the full year were 
used. 


; 15 Tt will be recalled that the preceding peak growth was attained 
in the first quarter 1964. 


Ен the case of the United Kingdom partly because of the 
seamen’s strike reducing exports in the second quarter. 
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such imports with respect to GNP provides one indica- 
tion of domestic excess demand, with the proviso, how- 
ever, that there must exist some countries within the 
area which are in a position to meet the additional 
import demand.) It is often said that western Germany 
exerts the major dynamic influence on intra-western 
European trade growth, and this country is of course 
the biggest single trading unit within the group. Never- 
theless, the Benelux countries in four of the seven past 
years increased such imports more, in absolute terms, 
than western Germany. Besides, western Germany is 
more exceptional as the chief supplier to western Europe 
than as the chief importer from the area. During the 
years 1960 to 1966 western Germany accounted for the 
following shares of the absolute increase in intra-western 
European trade: 

West West 


German German 
imports exports 


West 
_German German 
imports exports 


West 


1960. ....- 18 26 1964 =. co <> > = 24 19 
Обе 15 31 о Бо x 34 21 
1962 ион 26 20 "о ва ап 6 33 
1963... 10 28 


Thus while imports into western Germany had ac- 
counted for an exceptionally large proportion of the 
growth in intra-western European trade in 1965, that 
contribution was in 1966 exceptionally small. Undoubt- 
edly this country was largely responsible for the dece- 
leration in the growth of intra-western European trade 
in 1966. 


In fact most countries (excluding western Germany) 
increased exports to the rest of western Europe less in 
1966 than in 1965, and in most cases this was mainly 
caused by a lower increase in exports to western Ger- 
many. And within EEC the acceleration of import 
growth into France and Italy largely benefited western 
Germany (see Table 10 which gives absolute changes in 
trade between individual western European countries in 
1965 and 1966). 


Table 11 gives for each western European country the 
absolute value change in its imports from and exports 
to western Europe in each year 1960 to 1966 (both 
trade flows based on exporters’ returns) and by implica- 
tion the net change in each country’s trade with western 
Europe (the absolute change in imports minus the 
absolute change in exports). A negative net figure for a 
country means that its exports to western Europe in- 
creased more (in absolute terms) than its imports from 
western Europe and from the point of view of traditional 
demand analysis this implies a negative influence on the 
western European economy and vice versa. Western 
Germany exerted a positive influence in 1962 and 1964 
but a big one only in 1965. France exerted a positive 
influence in the three years 1962 to 1964 and notably in 
1966; Italy in 1960, 1962, extensively in 1963 and mildly 
in 1966; the Benelux countries particularly in 1961 and 
1966. EEC as a group had marginal “ export surpluses ” 
in intra-western European trade (that is, exerted a 
“negative ” influence оп the European economy) in all 
years except 1962 and 1963, and big ones in 1960, 1964 
and 1965. 


The EFTA countries increased exports more than 


imports in intra-western European trade only in 1962_ 


and 1963: in 1962 largely owing to a standstill in United 
Kingdom imports and in 1963 to a complete shift in the 
Danish trade position; imports fell while exports grew 
by a record amount. The area exerted a particularly 
great positive influence on the western European economy 
in 1960 and 1964, in the first year owing to the United 
Kingdom and Switzerland, in the latter to the United 
Kingdom and Denmark. Cumulating the changes over 


the whole period 1959 to 1966, it is found that west — 


German exports increased by $1.9 billion more than its 
imports. Italy increased exports to western European 


countries by $1.0 billion more than its imports from these _ 


> eyes А 


countries and the United Kingdom by $0.5 billion. | 
Belgium-Luxembourg and Sweden, too, increased exports | 


more than imports: by $166 million and $148 million 
respectively. | 
The countries which increased imports more than 


exports over the period were, in descending order: 
Spain, $1.1 billion; Switzerland, $0.7 billion; the Nether- 


lands, $0.5 billion; Austria, $0.5 billion and Greece, ~ 


$0.4 billion. In France, the two flows increased pari 
passu. ; 

Table 12 gives some further data on the intra-western 
European trade development in 1966, by comparing the 
share of each country in total intra-western European 
exports and imports (separately) in 1965 with correspond- 
ing shares in the absolute increase in intra-western 
European trade between 1965 and 1966. 


Table 12 therefore indicates which countries provided 
the relatively fastest growing markets in this trade in 
1966 and which countries were best able to respond to 
the growing demand. France and Italy, with, together, 
18 per cent of intra-western European “imports ” in 
1965, accounted for 38 per cent of the increment between 
1965 and 1966. These two countries thus provided the 
main support for the continued growth in intra-western 
European trade in 1966; they were, however, assisted by 
Belgium-Luxembourg, Austria and all the less-industrial- 
ized countries apart from Ireland and Greece. Spanish 
imports continued also in 1966 to be a dynamic factor 
in intra-western European trade, but much less so than 
in 1965. Western Germany, on the other hand, with 
20 per cent of total “imports ” in 1965, accounted for 
merely 6 per cent of the growth in 1966. 


Two major trading nations, the Netherlands and the 
United Kingdom, each in 1965 accounting for about 
10 per cent of the total intra-western European imports, 
in 1966 increased imports less fast than the average. 
But the chief negative element in intra-western European 
trade growth in 1966 (apart from western Germany) 
came from the four Nordic countries and Switzerland. 
Higher imports into these five countries in 1966 accounted 
for merely 10 per cent of the total increment; their 
participation in the increment had been 20 per cent, in 
both 1964 and 1965, equivalent to their share in total 
intra-western European imports in 1965. 


Thus while the absolute increase of intra-western 
European trade was $4.4 billion in 1966 compared with 
$4.7 billion in 1965, the main change was the shift in the 
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TABLE 12 


Value and share of individual western European countries in total intra-western European trade in 1965 and their share 
in the increase between 1965 and 1966 


Based on export values in millions of current dollars 


A = Share in total intra-western European trade in 1965 
B = Share in the increment in 1966 over 1965 


. ры 


Exporting country and area 


Imports (f.0.b.) 


Exports (f.o.b.) 


j Value 1965 A B Value 1965 A B 
a OE NS eee eee 
у | 
Belgium-Luxembourg ока 4525 8.8 12.0 | 4950 9.7 5.7 
| Эа me oo stig або ой 5 549 10.9 22.6 6 289 12.3 13.3 
м tad emaGernany . „Г. . «oss ahs 10 189 19.9 6.0 12 326 24.1 32.5 
a | ИАА isite Manes 3 671 7,2 15.6 4 643 9.1 12.3 
4 О ово нее 2 5 305 10.4 8.1 5 024 9.8 4.5 
ERE rer. О alcces see OE 29 239 57.2 64.3 33 232 65.0 68.3 
АИ осо ss ЗЕЕ. . 1 662 33 4.6 
о ь © : р 1125 22 1.2 
Denmark сс о, ее Е © 1968 3.9 1.9 1 753 3.4 1.9 
о A, Sete et 6%, 1 037 2.0 0.9 918 1.8 1.9 
ОСЬ Ua > io АИТ 1 556 3.0 2p) 1055 2.1 2.6 
LEBER VITUS о calc ogre И aera 562 т 1.9 297 0.6 0.2 
Sweden с. К. с. 5 3 058 6.0 ТЗ 3 065 6.0 3.8 
Switzerland т. 3 031 5.9 3.9 1918 3.8 3.3 
ее! Я. уе а. 5 013 9.8 8.0 5 675 11.1 10.3 
Е... 17 887 35.0 24.7 15 806 31.0 25.2 
ОС О SEs sae ABR 724 1.4 1.4 182 0.3 0.9 
Е. ео, 83 0.2 0.4 85 0.2 0.1 
Ireland ees ES Sc es AE 723 1.4 —0.4 536 1.0 0.6 
ОЕ CAL Sena nee 1 614 3.2 4.6 592 1.2 2.4 
Turkey РВ о 2 SEE 297 0.6 2.2 259 0.5 0.3 
О, И...’ >. 529 1.0 2.8 404 0.8 2.2 
Restor western Боторе. ........ 3 970 7.8 11.0 2 058 4.0 6.5 
seOLalwesterh Europe: 5 ree 51 096 100.0 100.0 51 096 100.0 100.0 


Sources: OECD, Foreign Trade, Series A, Overall trade by countries; and 


national trade statistics. 


“ dynamic centre ”. In 1965, western Germany, the four 
Nordic countries, the Benelux countries and Spain were 
the fastest growing markets; in 1966 that position was 
occupied by France and Italy. To the extent that a 
sudden spurt in imports reflects excess domestic demand 
and low competitiveness vis-a-vis imported goods and/or 
low supply elasticity of domestic industry, it should be 
expected that exports are simultaneously squeezed. And 
where import growth falls off because of slackened 
domestic demand, exports ought to react by a faster 
growth. That is to say that in the context of intra-western 
European trade the direction of changes in Table 12 
should be opposite for exports and imports. This, on 
theoretical grounds, plausible pattern is in 1966 displayed 
by ten out of the nineteen western European countries 
(see also Table 11). Among these ten countries, France, 
Italy, Switzerland and Iceland exemplify the situation 
where excess demand tended to accelerate import growth 
and slow down export growth, while western Germany, 


Nore. — Figures for 1966 are provisional and for some countries are based 
on an average of 10 or 11 months at annual rate. 


Finland, Norway, Greece, Ireland and Spain are examples 
of the opposite process, where a certain slackening of 
internal demand resulted in a slowing down of import 
growth and permitted resources to be devoted to an 
accelerated export growth. (Note that these statements 
refer exclusively to developments within the context of 
intra-western European trade.) 

In the remaining nine countries, changes were in the 
same direction for exports and imports. Three of them 
had positive changes — namely, the United Kingdom, 
Turkey and Yugoslavia. The countries with a lower 
absolute growth of both exports and imports in 1966 
(namely Belgium-Luxembourg, the Netherlands, Austria, 
Denmark, Portugal and Sweden) laboured typically 
under inflationary strains and restrictive policies. These 
restrictive policies introduced in order to curb excess 
demand in fact appear to have effectively curbed the 
growth of output and of imports but did little to raise 
the propensity to export. 


aot 
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Source: International Monetary Fund, International Financial Statistics, 
March 1967; and national sources. 


(b) Balance-of-payments developments in 1966 
and international liquidity 


On an f.0.b.-c.i.f. basis western Europe’s import surplus 
in merchandise trade with the rest of the world declined 
from $9.9 billion in 1965 to $9.6 billion in 1966.17 This 
change reflected mainly the higher growth of exports 
than of imports described in the preceding sub-section, 
but lower tramp and tanker freight rates on western 
European imports from the rest of the world probably 
also contributed. On an f.o.b.-f.0.b. basis the improve- 
ment in western Europe’s consolidated trade balance 
with the rest of the world was obviously somewhat 
greater. 


The provisional data contained in Table 13 show that 


the deficit on western Europe’s aggregated current 
balances was also reduced in 1966. That deficit first 


™ Note that the trade balance for western Europe shown in 


Table 5 is derived by adding up the gross trade balances of the 
individual countries. 


а End of November or January-November. 
6 Metropolitan France with foreign non-Franc area countries. 


appeared in 1962, grew gradually in 1963 and 1964 but 


was reduced in the two following years — these changes | 
being largely due to developments in western Europe’s | 


commodity trade with the rest of the world. 


A comparison between the current balance and the | 


trade balance (f.0.b.-f.0.b.) indicates that western Europe’s 
surplus on invisible transactions changed little in 1966. 
Simultaneously, western Europe’s total balance-of-pay- 


ments surplus, measured by the increase in official 


monetary reserves, was somewhat smaller in 1966 
($1.4 billion) than in the preceding year ($1.6 billion). 
Judged against the small improvement on current account 
this suggests that the net inflow of capital into the area 
might have recorded a further decline. 


Although for western Europe as a whole, changes in 
the merchandise trade balance, current balance and total 
balance were moderate in 1966, experiences of individual 
countries varied significantly. Of the EEC countries, western 


№ 


Germany reduced its current account deficit Яото 


$1.5 billion in 1965 to less than $0.1 billion in 1966 
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(almost entirely owing to merchandise trade) while in 
Belgium-Luxembourg and the Netherlands the 1965 
surpluses turned into small deficits on current account 
_ шт 1966, again largely owing to changes on merchandise 

trade account. In France, the surplus on current account 
was reduced from $0.5 billion to $0.1 billion in 1966; 
despite the sharp increase in merchandise imports 
France again recorded an export surplus (on f.0.b.-f.0.b. 
valuation). In Italy, the deterioration in the trade balance 
was partly offset by an increase in net receipts from 
invisibles so that the huge surplus on current account 
recorded in 1965 was only slightly reduced in 1966. 
For the EEC as a whole, the surplus on current account 
appears to have increased by some $0.4 billion in 1966. 


In 1965 all the EFTA countries reported deficits on 
current account. The major changes in 1966 were: 
reduced deficits in the United Kingdom, Sweden and 
Switzerland, in the latter country probably even resulting 
in a small surplus; and higher deficits in Austria and 
Norway. The net result of these changes, largely deter- 
mined by developments in merchandise trade, was a very 
slight reduction in the aggregate EFTA deficit on current 
account. 

Among the other western European countries, Spain 
and Turkey recorded higher current deficits, and the 
Yugoslav surplus in 1965 turned into a deficit in 1966. 
In each case the deterioration on current account was 
smaller than the increase in the trade deficit as net 
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receipts from invisibles increased — mainly tourism 
(except in Turkey) and emigrants’ remittances. In Greece, 
increased net earnings on shipping and tourism more 
than offset the increase in the trade deficit, resulting ina 
slightly smaller deficit on current account than in 1965. 
In Ireland the sharp reduction in the deficit on current 
account followed from an improvement in both the 
trade balance and on invisible account. 


It would appear that in most western European 
countries capital transactions of one sort or another 
tended to lessen the impact of changes in the current 
balance on the overall balance. Thus the deterioration 
of the French current account was mitigated by higher 
capital imports (largely accruing through settlements in 
respect of Franc area countries whereas short-term 
capital sought the benefit of relatively higher interest 
rates elsewhere). In western Germany, the net inflow of 
capital was sharply reduced by a larger net outflow of 
long-term capital through securities transactions and a 
smaller net inflow of short-term capital, to which should 
be added advance repayments to the United States of 
$196 million in December. In Italy, by contrast, the slight 
deterioration on current account was accompanied by 
a similar development on capital account, mainly as a 
result of a considerably increased outflow of private 
capital. 


In the United Kingdom, the official reserve position 
was influenced in 1965 and 1966 by the initiation and 
reversal of special transactions in support of sterling.1® 
For that reason the improvement in the country’s current 
and ordinary capital accounts in 1966 is not reflected in 
the official currency reserves which increased by $686 mil- 
lion in 1965 but only by $96 million in 1966. 


As is shown in Table 13, all western European coun- 
tries except Finland, Spain and Turkey added to their 
official reserves in 1966. The largest increases were 
achieved by western Germany, France and Italy. For the 
area as a whole, the increase was $1.4 billion, compared 
with $1.6 billion in 1965. As in 1965, the increase in 1966 
consisted mainly (62.5 per cent) in an improvement of 
the reserve position with the IMF. But whereas in 1965 
the increase in western Europe’s reserve position with 
the IMF largely reflected the mobilization of the area’s 
currencies in connexion with the United Kingdom 
drawing, in 1966 the recorded increase resulted mainly 
from the increases in quotas that became effective in 
February and the loan of $250 million by Italy to the 
Fund in August, which improved that country’s reserve 
position in the IMF by the same amount. 


The massive conversion of foreign exchange (mainly 
dollars) into gold, which had been a major feature in 
the 1965 development, was not repeated. Whereas western 
Europe’s gold reserves had increased by as much as 
$2.4 billion in 1965, in 1966 they decreased by about 


18 On 13 September 1966 it was announced that the reciprocal 
facilities between the Federal Reserve System and other central 
banks were increased from $2,800 million to $4,500 million. See 
Bank of England, Quarterly Bulletin, December 1966, Vol. VI, 
No. 4, page 319. 


_$0.1 billion, and the foreign currency reserves, which 
in 1966.9 — у 


had fallen by $2.0 billion in 1965, showed a small i 


> ы 


Changes in western Europe’s balance-of-payments 
position are normally reflected in opposite developmen 
in the United States. Thus the smaller accumulation 
western European gold reserves in 1966 is reflected in a 
sharply reduced outflow of gold from the United States: 
$830 million in 1966 compared with $1.4 billion in the 
preceding уеаг.0 Similarly, the estimated decrease шо 
the net inflow of capital to western Europe had its counter-_ 
part in a further decline in the net outflow from the 
United States, though this development did not completely _ 
offset the decline in the latter’s current account surplus. — 
The overall deficit, as measured by changes in United 
States official reserve assets and in liquid liabilities to 
all foreign residents and international organizations, 
amounted in 1966 to $1.4 billion compared with $1.3 bil-— 
lion in 1965. Out of this total, $568 million was financed - 
through a decline of the United States official monetary 
reserves, compared with $1,222 million in 1965.21 | 


The estimated reduction of the net outflow of capital - 
from the United States in 1966 appears to have been 
due to the combined effect of two major factors: 


(1) A shift of short-term holdings by foreigners into 
deposits or securities with a maturity of more than one 
year, in order to obtain a continuing benefit from the 
prevailing higher interest rates. Such shifts were recorded 
as inflows of capital and at the same time as reductions 
of the United States liquid liabilities to foreigners; the 
latter had a favourable impact on the overall deficit under 
the liquidity definition (see above). 


(2) To reduce the outflow of capital from the United 
States under the voluntary programme, United States 
corporations financed a higher proportion of their foreign 
investments by borrowing abroad. These loans amounted 
to $680 millions in 1966, compared with $200 million 
in 1965. 


On the negative side, defence expenditure in Asia 
($685 million higher in 1966 than in the preceding year) 
exercised a significant adverse impact on the United 
States balance of payments. 


Provisional data show that the developing countries 
experienced a greater improvement in their combined 
trade balance in 1966 than in 1965. Nevertheless, the 
increase in their monetary reserves was only $795 million 
over the 12-month period end-September 1965 to end- 
September 1966, compared with an increase of $935 mil- 


18 The figures in both years were affected by the initiation and 
reversal of credit facilities in support of sterling. 


* The entire amount of newly produced gold in 1966 appears 
to have been absorbed by industrial use, private hoardings and, 
according to some reports, purchases by eastern European countries 
and mainland China. No gold sales by the Soviet Union were 
reported in 1966; these are now estimated by the IMF at $550 million 
for 1965 (see First National City Bank, New York, Monthly Eco- 
nomic Letter, January 1967, page 9). 


№ See United States Department of Commerce, Survey of Current 


Business, January 1967, page 24; and Wall St t 
15 February 1967. reet Journal, 
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lion in the preceding 12-month period and of $1,300 mil- 
lion during the calendar year 1965.22 


(c) Foreign transactions of the governments 
of western Europe and the United States, 1960-1965 


The changes in the overall external balances of the 
countries of western Europe and the United States, 
described in the preceding section, are on the whole 
mainly determined by the fluctuations in the transactions 
of the private sectors of the respective countries with 
the rest of the world. Government transactions, although 
in most countries not usually determining annual changes, 


2 The oil producing countries accounted for a substantial share 
of the increase in the developing countries’ reserves in 1966; the 
group of oil producing countries added $200 million to their reserves 
in 1966 compared with $275 million in 1965. 
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deserve, nevertheless, further study in view of the weight 
they have gradually come to carry in the overall payments 
of some countries of the region. 


This section (a) describes the nature and composition 
of foreign transactions of the governments of western 
Europe and the United States in the years 1960 to 1965; 
(b) evaluates the impact of such transactions on the 
overall external payments of individual countries. Govern- 
ment external current transactions are of two main types: 


Payments and receipts for government services. These 
consist chiefly of military transactions, wage payments 
to local staff, services under aid programmes and diplo- 
matic personal expenditures. The data in Table 15 
exclude, however, interest payments on government loans 
which are not separately available for all countries. 


Central government transfer payments. These include 
transfers between the reporting country’s central govern- 


Current balance, excluding govern- 
menttransactions....... 


te Net“aid” loans .... ... —172 
United Kingdom 
Current balance ........| —764 
of which: 
Government services4,¢, . . . .. —403 
Centralgovernmenttransfers. . .. —271 
Current balance, excluding govern- 
menttransactions....... —90 
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¢ Excluding diplomatic and similar expenditures in the United Kingdom by overseas governments. 


ment and all foreigners including international organiza- 
tions; they include reparations, other compulsory or 
contractual transfers as well as grants. 


Government non-monetary capital transactions are 
not considered since they often reflect large special trans- 
actions which, although defined as non-monetary, include 
nevertheless loans granted or received for the financing 
of past or expected balance-of-payments deficits. 

Tables 15 and 16 show, however, in addition to 
government current transactions, the net official loans 
from the industrialized developed countries to the coun- 


tries of southern Europe 23 and the developing overseas 
countries. These figures, described in the tables as 
“aid ”, are taken from the OECD.”4 


Western Germany and the United Kingdom were the 
two western European countries recording by far the 


3 Excluding Portugal. 


м It is possible that there may be an element of overlapping 
between the transactions classified as loans by the OECD and those 
classified to current account in the IMF statistics of government 
current transactions. 


_ most important net receipts and net payments respectively 
“government services, during the 1960-1965 period. 
_ Practically the whole amount of receipts recorded by 
western Germany was accounted for by goods and 
_ Services purchased by foreign troops and military agencies 
_ stationed in the country; these were the counterpart of 
_ payments incurred by the United States and, to a lesser 
extent, by the United Kingdom and France. 
__ A substantial part of the United Kingdom’s payments 
and receipts was accounted for by military transactions. 
_ The credit entries cover United Kingdom Government 
and private sector receipts from the United States and 
_ Canadian forces stationed in the United Kingdom. The 
_ debit entries include wage payments to local staff, contri- 
_ butions to common defence, troops’ personal expendi- 
_ tures, as well as the value of goods and services purchased 
_ and utilized abroad by United Kingdom armed forces. 
_ Imports of military supplies into the United Kingdom 
are not included; these amounted to $104 million in 
_ 1965.25 Payments by the United Kingdom for military 
transactions rose from $580 million in 1960 to $778 mil- 
lion in 1965. According to the estimates for 1966, net 
overseas military expenditure in that year was expected 
to amount to $689 million. Out of this, 36 per cent was 
to be spent in western Germany and 39 per cent in the 
Far East.?6 


° А substantial part of receipts for government services 
by western European countries was accounted for by 
payments made by the United States on this account; 
total payments by the United States amounted to an 
average of $2,211 million per annum in the period 
1960-1965. 


By far the most important net government transfer 

payments in the period under review were those by 

- western Germany. These consisted mainly of indemnifi- 

cations and, to a considerably smaller extent, of contri- 
butions to international organizations. 


The United Kingdom also experienced large payments 
on this account; these grew from $271 million in 1960 
to $496 million in 1965. They consisted mainly of econo- 
mic aid, as well as other grants and, to a much lesser 
extent, of contributions to international institutions 
towards their administrative expenses, as well as pensions 
paid to individuals residing abroad. 

Relatively important credits were experienced by 
France (Franc area) 2” in the years 1961-1964, Greece in 
1960-1963, Spain in 1960-1961, Turkey in 1960-1963 and 
Yugoslavia in 1960 and 1961. 

These were mainly accounted for, in the case of 
France (Franc area), by indemnification payments received 
by metropolitan France from western Germany, United 
States direct aid to Tunisia, Morocco and Algeria, as well 
as grants received by the overseas countries from the 
European Development Fund. As the data shown for 


23 The Financial Times, 20 July 1966. 
26 See HMSO, Statement on the Defence Estimates 1966, Part i, 
Defence Estimates 1966-1967, page 101. 

27 Data relate to the whole Franc area; the transactions of metro- 
politan France with the rest of the world (including overseas Franc- 
area countries) are not available separately. 
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France in Tables 15 and 16 relate to the Franc area, no 
account is taken of government transfers by Metropoli- 
tan France to the overseas Franc-area countries. 

In Greece, credits were mainly accounted for by 
grants from the United States Government, as part of 
NATO assistance; these were gradually reduced from 
$38.7 million in 1960 to $4.3 million in 1964. In Spain, 
they represented receipts of United States aid in the 
form of grants to cover imports of merchandise, and in 
Turkey, United States Government grants for defence 
support as well as economic and technical assistance. 


In Yugoslavia, credits represented reparations and 
settlements of pre-war, wartime and postwar claims, 
mainly by western Germany and Hungary, as well as aid 
received mainly from the United States. 

The annual average of net government transfer pay- 
ments incurred by the United States in the period under 
review amounted to $2.2 ЫШоп. The United States 
transfers were mainly accounted for by grants of the 
United States Agency for International Development.” 


The largest net official loans to the countries of south- 
ern Europe and the developing countries were made by 
western Germany, the United Kingdom and France. The 
countries of southern Europe that benefited most from 
such loans, as well as those by the United States, were 
Turkey, Yugoslavia and Spain. 


The impact of government transactions on the current 
accounts 


Government net payments for services and central 
government net transfers, taken together, had a favourable 
or neutral effect on the current accounts of most countries 
of western Europe. The only exceptions, in the period 
1960-1965 as а whole, were Belgium-Luxembourg, the 
Netherlands, Sweden, Ireland and, last but not least, the 
United Kingdom. Indeed the United Kingdom is the 
only country in western Europe in which the net impact 
of government transactions on the current account is 
substantial. The annual average of net current payments 
by the United Kingdom Government in the years 1960 
to 1965 for services and transfers abroad amounted to 
$944 million, and may be compared with an average 
deficit on current account of $264 million. 


In western Germany —the only other country in 
western Europe with large government transactions on 
current account — net receipts for services more than 
offset the net payments on government transfers in this 
period. The net effect of these two types of transactions 
exercised a slightly favourable impact on the country’s 
current account (Tables 15 and 16). 

The United States incurred high net payments on both 
government services and transfers throughout the period 
under review. The annual average of the two amounted 
to $4.4 billion; although part of this was no doubt used 
for the purchase of goods and services from the United 
States, it nevertheless reduced substantially the country’s 
surplus on current account. 


28 The data for the United States do not cover goods and services 
transferred under military aid programmes and they also exclude 
the corresponding grants. 


(9) Prospects for western Europe’s trade 
and payments т 1967. 


Foreign trade of the western European countries 
has so far in the postwar period had the following 
characteristics: it has increased faster than domestic 
production of goods and services, foreign trade prices 
have tended to grow much less than domestic prices 
(wholesale, retail and consumers’ price indices or the 
GNP deflator) and the share of manufactures in both 
imports and exports has increased. These changes reflect 
economies of scale and/or of specialization as well as 
shifts in the structure of demand following rapidly 
growing economic standards, and they were accompanied 
by a particularly strong expansion of intra-western 
European trade, particularly intra~EEC trade. However, 
in 1965 and in 1966, western European exports to the 
rest of the world increased at a faster rate than trade 
within western Europe. 


Consequently, it is reasonable to start the evaluation 
of western Europe’s trade prospects in 1967 by examining 
the possibility of continued strong external demand. 
Accelerating exports, particularly to North America 
— but for individual western European countries also 
to other markets including Japan, certain Latin American 
countries and eastern Europe — both in 1965 and in 1966 
made a greater relative contribution to total demand 
than in earlier years. As 1967 is likely to become the 
third successive year of only moderate economic growth 
in western Europe, a falling off of external demand would 
have a more depressive influence on the area’s economic 
situation than would otherwise be the case. 


The extra-area export prospects for 1967 could be 
evaluated as follows. It is unlikely that export growth 
to North America can be maintained at the 1965 and 
1966 rates. In fact real GNP growth is expected by the 
Council of Economic Advisers to slow down to 4 per 
cent 29 compared with 54 per cent in 1966 and it is 
predicted 30 that United States merchandise imports will 
grow by merely 7 per cent in 1967 (compared with 20 per 
cent in 1966 and 15 per cent in 1965); merchandise 
exports are predicted to grow by 9 per cent. The reduction 
in import growth may not necessarily be as drastic for 
imports from western Europe; the slowing-down should 
affect food and crude materials to a greater extent than 
manufactures. Similar changes are expected in Canada. 


It may be expected that exports to the Soviet Union 
will recover from the setback in 1966,31 whereas а 
continuation of the strong export growth to the rest 
of eastern Europe is more problematic unless western 
European exporters are able and willing to extend more 
credits. 


39 Economic Report of the President, January 1967, page 63. The 
forecast is described as “the mid-point of a range of possible 
outcomes ”. 

80 National Foreign Trade Council. 


51 This setback does not appear to have been caused by the 
Soviet purchases of wheat from Canada and other countries. In 
1966 the decline referred largely to exports from Finland and 
Yugoslavia, that is, countries trading with the Soviet Union on a 
bilateral basis. 


Exports to Japan, which in 1966 more than recovered 
the ground lost in 1965, may show a more moderate 
growth in 1967, while exports to the other overseas 
developed countries should recover from the contraction 
in 1966. To sum up: western Europe’s exports to 
eastern Europe and the overseas developed countries, 


which in 1966 increased by about 13 per cent, may in 


1967 grow by not much more than half that rate. These 
areas accounted in 1966 for about 55 per cent of total 


western European exports to the rest of the world. The — 


balance consisted of exports to the developing countries 
and a small, but rapidly growing, flow to mainland China. 
Exports to the developing countries increased by 5 per 
cent in 1966 (that is by less than in the two preceding 
years). The relatively feeble growth in 1966 was partly 
caused by a strong expansion in exports from North 
America and Japan to the developing countries. In 1967 
western Europe will continue to meet such competition 
in these markets. On the other hand, preliminary trade 
statistics indicate that in 1966 the developing countries 
increased exports faster than imports, resulting in a net 
addition to their foreign currency reserves, and their 
total imports could therefore ceteris paribus be expected 
to grow faster in 1967 than in 1966. 


Thus western Europe’s exports to the rest of the world 
will undoubtedly increase less fast in 1967 than in 1966, 
perhaps by some 7 per cent. The forecasts made by 
individual governments and research institutes (see 
Table 1, Chapter I, and the text table on page 9 above) 
imply that the volume growth of exports of goods and 
services will be slower in 1967 than in 1966, although 
faster than their import growth. The predicted import 
growth is about the same as that in 1966, a corollary to 
the fact that GNP growth is expected to remain virtually 
unchanged.* It is no easy matter to translate these fore- 
casts of volume changes of trade in goods and services 
into forecasts of commodity trade in current prices and 
relating to the whole of western Europe. 


On the arbitrary assumptions that the ten countries 
are representative for the whole of western Europe (they 
accounted in 1966 for about 85 per cent of the area’s 
total trade), and that the relationship between the two 
measures remains the same as in 1966, total western 
Europe’s merchandise imports will grow by 74 per cent 
and exports fractionally faster. Accepting the overall 
forecasts and the view expressed above that western 
Europe’s exports to the rest of the world will increase 
by 7 per cent in 1967 implies that intra-western European 
trade will grow by 8 per cent and hence imports from 
the rest of the world will grow also by 7 per cent.®8 


It now remains to investigate the prospects for a 
growth of intra-western European trade by 8 per cent 


я In the 1965 Survey, Part 1, it was remarked that, in the postwar 
period, the elasticity of import growth with respect to GNP growth 
has shown a tendency to increase in western Europe. In 1965, this 
elasticity was 1.75 (in the 1965 Survey, Part 1, the elasticity, based 
оп provisional data, was given as 1.8), the provisional data for 
1966 give 1.8 (the forecast for 1966 was 1.9; in the 1965 SurvEy 
shown as 1.85); and the forecast for 1967 gives 1.85. 


33 It may be recalled that the same price changes as between 1965 


and 1966 have tacitly been assumed for the devel 
1966 and 1967. opment between 


hey ra 


in 1967, and for an import growth from the rest of 
he world of 7 per cent. The suggested increase in intra- 
trade amounts in absolute terms to $4.4 billion (at 
.b. valuation), which is the same as that recorded in 

4 963 and 1966, but lower than in 1960, 1964 and 1965. 


As was shown in section 3(a) above, the growth of 
ptt intra-western European trade in 1966 largely 
‘Teflected accelerated imports into France and Italy (and 
to a lesser extent into the United Kingdom and Yugo- 
Slavia) while imports into western Germany in particular, 
but also into several of the smaller western European 
countries, increased less than in 1965. Available indica- 
tions are that in 1967 France and Italy will continue to 
provide the major “ positive” impact on intra-western 
European trade growth, assisted by the Nordic countries. 
Although it appears likely that western Germany in 
1967 will further increase its export surplus (and, as in 
~1966, account for a major share of the increased French 
and Italian imports) the forecast implies that its imports 
will increase by a larger amount than in 1966, thereby 
contributing to the maintenance of intra-western Euro- 
pean trade growth. The projected slow increase in 
United Kingdom imports in 1967 will not affect the 
growth of intra-western European trade significantly; 
imports into this country in 1966 accounted for less than 
10 per cent of total intra-western European trade. 


In fact it seems reasonable to expect that intra-western 
European trade in 1967 will grow by 8 per cent, or by 
$4.4 billion. The final tariff reduction within EFTA and 
the last but one in EEC will be expansionary factors. 
Whether imports from the rest of the world will increase 
by the 7 per cent suggested above is a difficult question. 
Here it will only be remarked that itis a smaller increase 
than in 1966, and—as economic growth in western 

_Europe will be more or less maintained at the 1966 
rate — appears to be a reasonable expectation. 
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To sum up: available forecasts on imports and exports 
of individual western European countries indicate that 
the United Kingdom, western Germany and the Nether- 
lands (i.e. countries that expect a slowing down or stagna- 
tion in their rate of growth in 1967) will experience an 
improvement in their current balance in 1967. United 
States exports are also expected to rise faster than 
imports so that its current balance might be expected to 
improve. These improvements imply a deterioration in 
the current balances of either other western European 
countries and/or the rest of the world. Since these four 
countries together account for rather more than a third 
of world trade (excluding eastern Europe and mainland 
China) the deterioration could be substantial in total, 
and it seems probable that some part of it will be borne 
by other western European countries. At present a 
deterioration appears likely in France and to a lesser 
extent in Italy and Sweden (i.e. the countries that expect 
some acceleration in their rate of growth), but unless 
their current accounts move into substantial deficit some 
other western European countries also seem likely to see 
a deterioration in their position. 


The problem raised by such new imbalances depends in 
part on the extent to which capital flows are adapted to the 
shifts in current account balances. During the last two 
years the pattern of international capital movements has 
tended to offset changes in current balance positions. 
The changes in interest rate differentials, which largely 
influenced these short-term capital movements, were, how- 
ever, in part compelled by competition for the short 
supply of international capital. Greater consultation and 
co-operation between the various national monetary 
authorities may be required if short-term capital move- 
ments are to play a compensatory role and offset the 
possibly rather large swings — not foreseeable in detail — 
in the current account positions of some countries in 1967. 


4. EAST-WEST EUROPEAN TRADE 


(a) Developments т 1966 *4 


In 1966 the value of western Europe’s imports from 
eastern Europe 35 increased by 12 per cent, following a 
growth of 13 per cent in 1965 and of 8 per cent in 1964. 
Western Europe’s exports to eastern Europe increased 
by 11 per cent in 1966, compared with 20 per cent in 1965, 


за The up-to-dateness of statistics is of particular importance for 
such a relatively small trade flow as east-west European trade, where 
changes are seldom general but specific (affecting trade relations 
between pairs of countries or certain commodities). The description 
given below is based entirely on western European trade statistics 
(practically no information is available in eastern European sources) 
and covers for total east-west European trade almost the full year; 
for the comments below on changes in the commodity composition 
of individual western European countries’ trade with the whole of 
eastern Europe the coverage is either nine months or six months 
and for Table 19 as well as for the Appendix Table it is the first 
half of 1966. 

85 Unless otherwise stated, the expressions “eastern Europe ie 
and “eastern European countries” in this section include the 
Soviet Union. Trade between eastern and western Germany is 
here excluded, whereas it is included in the statistics presented in 
section 2 above. 


and 8 per cent in 1964. (In 1963 there had been no growth 
of such exports.) Asa result, the share of east-west Euro- 
pean trade in total western European trade increased from 
4.2 per cent in 1965 to 4.3 per cent in 1966 (calculated 
on the turnover: imports plus exports); the share of this 
trade in total eastern European trade turnover increased 
from 18.0 per cent in 1965 to 18.9 per cent in 1966. 


Table 17 indicates that in 1966 individual western 
European countries again participated very unequally 
in this trade expansion. Turkey’s imports from eastern 
Europe increased by as much as 48 per cent, reflecting 
higher purchases of synthetic fibres, plastics, machinery, 
motor-cars and cameras as well as of vegetable oils, 
petroleum products, cement and crude steel. Imports 
into Yugoslavia increased by 30 per cent, also spread 
over the whole spectrum of goods but with some predom- 
inance of fuels and metals, and reflecting a reversal of 
the development in 1965 when imports had shrunk while 
exports grew by 48 per cent. France recorded the third 
highest growth in imports from eastern Europe in 1966; 
that expansion was concentrated on meat, raw cotton 
and crude petroleum. Switzerland and Italy also in- 
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creased imports at higher rates than the average for 
western Europe; in Switzerland, this was largely due to 
purchases of crude petroleum; in Italy, the growth was 
concentrated on livestock, oilseeds, timber and crude 
petroleum. Imports into Belgium-Luxembourg, western 
Germany, Denmark, Norway, Sweden and the United 
Kingdom increased in line with the average. The commo- 
dity composition of the import growth varied between 
countries. Belgium-Luxembourg stepped up purchases of 
dairy products and feedingstuffs; the United Kingdom 
of dairy products, cement, non-ferrous metals and various 
light-industry goods; Sweden of fruit and vegetables, 
feedingstuffs, steel scrap and fuel oil; western Germany 
increased imports in particular of livestock and meat, 
fruit and base metals; Denmark of feedingstuffs and coal; 
and the Netherlands of fruit. 


By contrast, imports from eastern Europe into Spain 
and Portugal were sharply reduced. In Spain, this follow- 
ed a more than doubling of imports in 1965 and the 
contraction in 1966 referred largely to vegetable oils and 
cement. Imports into Iceland, Ireland, Greece and 
Austria also fell. 


As Table 17 shows, the individual western European 
countries also increased exports to eastern Europe at 


а Excluding the trade between eastern and western Germany. 
р Excluding United Kingdom re-exports. 


very different rates. Spain was the most successful with 
an export growth in 1966 of 132 per cent, followed by 
Switzerland, the United Kingdom and France. Spain о 
trebled exports of fruit to eastern Europe in 1966 (to 
reach about $15 million in the first three quarters) and 
also increased-exports of rice, raw wool, and certain basic 
chemicals, copper and ships. Nevertheless, the share of 
eastern Europe in total Spanish exports remained as low 
as 4.6 per cent in 1966. Switzerland increased in particular 
exports of machinery. The growth of United Kingdom 
exports was almost entirely due to machinery and indus- 
trial equipment; to the Soviet Union in particular, heating 
and cooling equipment, plastic and rubber-working — 
machinery and textiles machinery. While in 1965 the 
growth of French exports to eastern Europe had consisted 
almost entirely of higher deliveries of wheat, the main- 
tained high rate of growth in 1966 reflected, in addition 
to a continued sharp increase in wheat exports, deliveries 
of machinery, ships and steel tubes. 


Western Germany, Belgium-Luxembourg, Greece and 


‚ Turkey also stepped up exports to eastern Europe in 1966 


at a faster rate than the western European average. In 
western Germany, exports of ships, copper, and certain 
chemicals increased considerably, while deliveries of 


machinery, fertilizers and steel tubes were lower than in 
65. In Belgium-Luxembourg, the export expansion was 
concentrated on copper, wool yarn, certain types of steel 
and clothing. Greek exports to eastern Europe continued 
to grow at the same rate as experienced in the immedi- 
ately preceding years. In 1966 the expansion referred to 
wheat and rice, fruit, raw cotton and certain light in- 
dustry products, including textiles. Exports of tobacco 
(the major item in the flow) did not change. Turkish 
exports grew as fast as the western European average 
despite the record expansion by 77 per cent in the preced- 
ing year. As a result of this recent expansion, eastern 
Europe in 1966 accounted for 16 per cent of total Turkish 
exports аз against 9 per cent in 1964: for imports the 
change was from about 8 per cent to almost 12 per cent. 
In 1966, the Turkish expansion was concentrated on 
exports of fresh and dried fruit and raw tobacco, whereas 
exports of textile fibres, which had expanded very fast 
in 1965, were just maintained at this higher level. 


Exports from the Netherlands (higher exports of ships 
and organic chemicals), Portugal and Iceland increased 
in line with the average, whereas Italy, Sweden and 
Austria had a more modest growth. In Italy, exports 
grew less fast than in 1965 (in that year exports of 
chemicals and steel had expanded fast) and deliveries of 
synthetic fibres, steel plate and tubes and some other 
products even fell, more than offset by higher deliveries 
of machinery as well as of clothing and footwear. The 
increase in Swedish exports to eastern Europe in 1966 
was not sufficient to compensate the decline in 1965. 
Exports of food (butter, fish and wheat), and in particular 
of ships, fell, while exports of woodpulp, steel plate and 
tubes, and machinery increased. Austria’s exports to 
eastern Europe increased by only 5 per cent in 1966 
compared with a 14 per cent increase in 1965. The dece- 


- 
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leration largely reflected the exceptional deliveries of 
rolling stock and ships in 1965, while other exports were 
well maintained (largely steel, machinery and textiles). 


Four western European countries suffered an absolute 
reduction in their exports to eastern Europe. Among 
those were Finland and Yugoslavia, for which the eastern 
European markets are very important (in 1965 account- 
ing for respectively 21 and 42 per cent of their total 
exports). Finnish exports fell by 6 per cent (they had also 
fallen in 1963 and 1964) and Yugoslav exports by 9 per | 
cent, breaking a series of extremely high growth rates. 
The higher Yugoslav deliveries of ships, rolling stock and 
certain machinery did not offset sharply reduced exports 
of, in particular, meat and raw tobacco. 


Danish exports to eastern Europe hardly changed 
in 1966, reflecting a sharp drop in meat exports, while 
deliveries of ships, machinery and some other manu- 
factures increased. The sharp contraction of Norway’s 
exports was concentrated on woodpulp, animal oils and 
chemicals. 


The relative performance of individual countries in 
western European trade expansion with eastern Europe 
in 1966 shows no general tendencies, and there is no 
correlation between changes in total trade of the coun- 
tries and changes in their trade with eastern Europe. 
This is, of course, natural since most western European 
countries’ trade with eastern Europe represents a very 
small share of their total trade. In 1966 the share of 
eastern Europe in total imports increased in nine coun- 
tries, remained unchanged in Italy and declined in the 
other nine. The export share also increased in nine 
countries; it remained unchanged in Portugal and Iceland 
and fell in the other eight. But in only five countries 
(France, western Germany, Switzerland, the United 


TABLE 18 


Trade of western Europe with individual eastern European countries, 1960 to 1966 


Value in millions of current United States dollars — percentage change and percentage share in total western Europe’s trade 


cE 


Western European imports c.i.f. 


Western European exports f.0.b. 


Sh in total Share in total 

Country of origin for imports Percentage change Bh ig Putooe’s Percentage change western Europe’s 

and destination for exports caine trade Value fade 
a 1965 1965 1966 ый 1965 1965 1966 

1960 1964 1965 | in1960 in 1966 1960 1964 1965 | in1960 in 1966 

i 133.0 22 —- == 
р Фор... т. 4.4 | 29.6 —15.0 11.0 | 17.6 

|. р | cen Se 172.8 19.9 41:2 2272 0.1 0.2 222.4 | 20.8 41.2 51.4 0.2 0.4 
Czechoslovakia’. ....... 464.4 8.0 ee 8.8 0.5 0.5 457.4 9.4 32.3 17.8 0.6 0.6 
Eastern Germany ...... 326.4 9.8 6.7 121 0.4 0.4 352.8 | 10.1 38.7 8.8 0.4 0.4 
ifensary . 102... 2. 311.6 | 10.5 10.2 5 16:2 0.3 0.4 307.2 8.2 1.6 11.7 0.4 0.4 
ae es 643.2 8.8 10.1 8.2 0.7 0.7 511.2 | 10.5 Ро. 14.6 0.6 0.7 
Rumania é came ох. 283.2 | 14.1 15.1 18.6 0.3 0.3 313.2 | 18.4 16.5 19.2 0.3 0.4 
Eastern Нагоре. ...... 2206.0 | 10.7 11.2925 2.3 ры 2 175.2 | 11.6 24.9 18.4 DS 2.9 
Soviet UnionG р... Е. 1 599.6 8.5 151 10.7 1.9 1.8 1 135.2 5.6 12.5 —3.0 1.7 1.3 
Total eastern Europe 3 805.6 9.8 13.4 11.8 4.2 4.3 3 310.4 9.3 20.3 11.2 4.2 4.2 


I 


Ps В 1 i mnt я 4 national statistics. 

Sources OECD Foreign Trade, Series A, Overall trade by countries; ап. . 

N — Albanian figures for 1965 over 1964 calculated on quarterly averages, all other figures on monthly averages. Figures for 1966 are provisonal and for 
OTE. > ыы 


some countries are based оп ап average of ten ог eleven months at annual rate. 


trade with individual ee European | 
in 1965 and 1966. To provide a somewhat longer 
"perspective, the average change in the period 1960 to 
1965 is also given. Apart from Albania, the Soviet 
Union, although the largest, has consistently been the 
slowest-growing eastern European market for western 
European exports. There had been a sudden spurt in 
exports to this country in 1962 (by 19 per cent and 
consisting of steel and machinery) but over the whole 
period 1960-1965 such exports grew on the average by 
merely 6 per cent, and in 1966 exports dropped. Unfor- 
tunately, it has not been possible to compile western 
European commodity trade statistics by individual east- 


TABLE 19 


Commodity composition of western Europe’s trade with eastern Europe in 1964, 1965 and first half 1965-1966 4 
Millions of dollars 


Western Europe’s imports 


_ Таые 18 gives the eh oe of western. Europe’s 
countries 


, pean $ In 
Europe, with the highest 1 особе ие 1966 
exports mainly agricultural products to \ rc 
(dairy products, fruit, vegetables, tobacco, veg Sabon о 
and as the amounts are relatively modest it has 
possible to accomodate them on asi markets we, 
Austria, Italy and western Germany. | | 

Rumania has also achieved a high export expansion 
(next to Bulgaria), which nevertheless lagged behind its 
import growth from western Europe. Rumania’s exports 
to western Europe have in the past displayed extremely 
sharp annual fluctuations, concentrated on deliveries of 
cereals. On the other hand, supply conditions have 


Western Europe’s exports 


Commodity groups First half First half = | 
1964 1965 1965 1966 1964 1965 1965 1966 i 
t 
Food, beverages, tobacco, oilseeds, fats and р 
ее 652.1 803.0 345.0 429.0 420.1 509.7 278.7 273.4 
Livestock, meat, dairy products (1, 2) 281.0 377.4 151.8 220.3 92.1 108.1 68.1 25.0 
Cereals and ргерагайопз (4, 5)..... 78.6 95.8 65.4 26.4 105.2 142.8 67.5 98.8 
Fruits, vegetables, beverages and tobacco. 114.9 169.4 55.4 84.5 139.4 160.3 94.4 105.8 
LCE TA А Ee 97.6 54.1 33.0 23.2 0.3 2.8 22 0.3 
Paaileother, (3..8=9. 425. 9% Pea ae 80.0 106.3 39.4 74.6 84.1 95.7 46.5 43.5 
Crade materials, mineral fuels and base 
metals (16-18, 20, 28, 29-32, 33-35) . 1 908.5 2 134.7 943.4 1055.9 658.0 783.4 380.6 404.7 
Forestry products (16-18) ....... 518.3 569.6 203.5 183.2 103.0 243.3 51.9 51.8 
Agricultural materials (13, 14, 20) 152.6 176.3 88.6 115.4 164.7 188.9 95.4 99.8 
Mineral fucls (29-31). ...... 731.8 728.4 343.1 388.1 11.4 11.8 =f | 4.3 
Waseometals (34,°35)... и. 332.5 394.4 198.3 217.4 322.8 406.1 197.5 209.9 
PHEOUICI MES, 32 33). eae oe 173.3 266.1 109.9 151.8 56.1 63.3 30.7 38.9 
Manufactures (15, 19, 21-27, 36-43) . . 722.0 767.1 372.3 429.2 1 582.2 1 902.9 853.0 1 033.3 
Machineny9(36-39,'43)°. бои. 279.0 276.5 134.9 160.8 776.5 870.5 392.2 490.8 
PRCA оо ее В ов 20.4 18.2 7S a5 185.0 233.7 69.0 80.0 
Other transport equipment (40, 42) УР 70.8 39.1 42.8 55.9 94.7 41.3 51.2 
ВЕН еа 1$ (25-20) 11...40. о. 142.0 168.4 76.8 98.1 304.5 364.7 196.0 224.4 
Other manufactures (15, 19, 21-24) 207.9 AC: 114.0 124.0 260.3 339.3 154.5 186.9 
ООО sc, ST ол OT! 94.8 100.8 43.0 58.3 103.8 114.4 43.9 463 
Е 2. ое он 3 377.4 3 805.6 1 703.7 1 972.4 2 764.1 3 310.4 1556.2 LISET 


Sources; United Nations International Trade Statistics Centre, special tabula- 


tion prepared for ECE Secretariat; United Nations Statistical Papers, Series D, 
Commodity Trade Statistics; OECD, Foreign Trade, Series B, Commodity Trade. 


а Excluding the trade between eastern and western Germany. 
b nh figures in parentheses refer to the commodity classification in Appendix 
able. 
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prohibited any major export expansion in petroleum 
products. ee : 

Western Europe’s exports to Czechoslovakia, eastern 
Germany and Poland, which in 1965 had increased 
exceptionally fast, by one-fourth to one-third compared 
with an average growth of about 10 per cent over the 
period 1960-1965, increased in 1966 at lower rates. 
The deceleration was most marked in deliveries to east- 
ern Germany while exports to the other two increased 
faster than the average. 

Although in the longer perspective of developments 
between 1960 and 1965 western Europe’s trade with 
Hungary had moved in line with total east-west European 
trade, in 1965 western European exports to this country 
failed to grow. However, western European imports at 
the same time increased by 10 per cent, followed by an 
expansion of 16 per cent in 1966, when western European 
exports to Hungary increased by 12 per cent. 

Table 19 gives a picture of the commodity composition 
of east-west European trade in 1964 and 1965, as well as 


imports, concentrated on base metals, while the decelera- 
tion in western European export growth in this group to 
a lesser extent followed from lower Yugoslav exports. 

Western Europe’s exports of manufactures to eastern 
Europe increased by 20 per cent in 1965 and by 21 per 
cent in the first half 1966. While in 1965 Yugoslavia had 
accounted for 40 per cent of the absolute increment in 
deliveries, the growth in 1966 was, as indicated above, 
concentrated on other western European countries, 
notably the United Kingdom, France, etc. 

The higher increase in western European imports of 


manufactures in 1966 compared with the development in 
1965 again largely reflected the fact that Yugoslav 


пло 


imports of manufactures had fallen in 1965 but increased | 
extremely fast in 1966. In 1965 Yugoslavia accounted 4 
for 25 per cent of total western European imports of © 


manufactures from eastern Europe, in the first half of 
1966 for 28 per cent; in the group “machinery ” the 
Yugoslav share was 37 per cent and 40 per cent 
respectively. 


Imports Exports 
First half . First half 
Commodity group 1964 1965 1965 1966 1964 1965 1965 1966 
Percentages 
Food, beverages, tobacco, oilseeds, 
fats ао. 177 <= >21 29.22 217 15.2 45411956 
Crude materials, mineral fuels and 
Базе esc): sis 56.5 56.1 555 5535) 23:8 236—245! 
Manufactures. т... = 214: 20-2 (219 218 572 513 548 533 
Unspecified) се. > 4.4 2.6 2.4 3.0 3.8 3.7 2.8 25 
Total 2 as wena a 100.0 100.0 100.0. 100.0 100.0 100.0 100.0 100.0 


in the first half-years 1965 and 1966. The corresponding 
table in Economic Bulletin for Europe, Vol. 18, No. 1 
(Table 24), referring to trade in the full years 1964 and 
1965 did not include Yugoslavia.** In fact, the divergent 
trends in Yugoslav trade with eastern Europe in 1965 
and 1966 to a great extent explain changes in the commo- 
dity composition of total east-west European trade. 
Thus the observed steep decline in total western European 
exports of livestock and meat largely affected Yugoslavia. 
The simultaneous fast growth of western European 
imports of such products were, however, destined for 
other western European countries. 


The reversal of east-west European trade growth in 
cereals largely reflected, on the other hand, the agri- 
cultural situation in eastern Europe. A relatively poor 
harvest in 1965 tended to reduce exports and step up 
imports, the import growth benefiting France among the 
western European exporters, but largely overseas coun- 
tries. As on previous occasions, this shift in grain trade 
was also reflected in trade in livestock and meat; less 
fodder available inside the region meant higher exports 
of livestock and meat to western Europe. 


The acceleration of the western European import 
growth of crude materials, fuels and base metals in 1966 
was also largely due to the sharp increase in Yugoslav 


35 Between 1964 and 1965 the extremely sharp increase in Yugoslav 
exports to eastern Europe was concentrated on machinery, ships, 
other transport equipment, livestock and meat, fruit and vegetables. 
Yugoslav imports from eastern Europe, heavily concentrated on 
machinery and other manufactures, declined in 1965. 


As the text table above indicates, the main shifts in the 
commodity composition of east-west European trade 
in the first half of 1966 were: a slight increase in the 
share of food in western European imports (because of 
higher imports of meat and livestock, fruit and oilcakes) 
at the expense of crude materials (a decline in timber 
imports); and an increase in the share of manufactures 
in western European exports at the expense of both food 
and crude materials. 


(b) Specific policy measures affecting east-west trade, 
and new forms of economic co-operation 


Notwithstanding the expansion of east-west trade 
during the last decade, its present level remains relatively 
modest. Trade with eastern Europe represents slightly 
over 4 per cent of the total foreign trade turnover of 
western Europe. On the other hand, trade with western 
Europe represents 18-19 per cent of the total foreign 
trade turnover of eastern Europe. These proportions have 
grown very little over the last ten years.” The conside- 
rable expansion in trade between the two groups has 
done little more than keep pace with the growth of the 
total foreign trade of each group. 


The conditions governing the future development of 
economic relations between the two areas are expected 
to improve. The continued growth of output in both 


37 For a review of trends in east-west trade in earlier years see 
Economic Bulletin for Europe, Vol. 17, No. 1 (November 1965). 


and technological development, should lead to 
asing opportunities for mutual trade. However, the 
ent to which these possibilities and expectations will 
onverted into actual trade depends on the solution 
number of problems. 
For western European countries, the growth of exports 
о eastern Europe has so far depended principally on the 
tate at which their imports from eastern Europe have 
rown. As experience has shown, eastern European 
ports from western Europe are linked rather closely 
with the amount of foreign exchange available from 
eastern Europe’s sales to the west. It is true that the 
oviet Union has recently bought significant quantities 
г of imports in exchange for gold. On the other hand, the 
Soviet Union and, to a lesser extent, other eastern 
European countries have been accustomed to use part 
of the proceeds of sales to western Europe for buying 
commodities from primary producing countries. In the 
past, therefore, western European exports to, or imports 
from, eastern Europe have grown in close correspond- 
ence. Between 1960 and 1965, for example, western 
European countries increased their purchases in eastern 
Europe by 1.3 billion dollars and this was accompanied 
by an increase in their exports to eastern Europe over 
the same period by 1.2 billion dollars (both calculated 
on a f.o.b. basis). 


For some time, countries of eastern Europe have been 
placing in western Europe large new orders for complete 
factories. In 1964 the Soviet Union ordered from the 
United Kingdom a terylene plant worth £40 million 
— the biggest deal concluded up to then in east-west 
trade. In 1966, it was exceeded by an order worth $300 mil- 
lion placed by the Soviet Union with the Italian company 

_ Fiat for a complete automobile plant capable of produc- 
ing 600,000 cars per уеаг.38 It was followed by a Soviet 

order placed with France’s Renault Engineering for 
car-producing equipment, and by orders for car factories 
from Fiat on the part of Poland (with an annual capacity 
of 70,000 cars) and by Rumania and Bulgaria from 
Renault (50,000 and 10,000 cars per annum respectively). 
Important contracts were also concluded for complete 
factories and sets of equipment for producing fertilizers, 
plastics, synthetic fibres, rolled-steel products, diesel 
engines, pulp and paper, textiles, various foods and 
other items. 


Many of these deals were arranged on a long-term 
credit basis, indicating the immediate export-promoting 
effect of the recent easing of export finance conditions 
in western European countries for trade with eastern 
Europe.®® The necessity of repaying these credits will 
add to the need for wider acceptance in western Europe 
of commodities from eastern Europe and for promotion 
of exports on the part of the eastern partners. 


38 This covers the total difference between the present car pro- 
duction in the Soviet Union, consisting of 200,000 annual units, 
and the 700,000-800,000 envisaged for 1970. 

89 For example, a long-term credit of £40 million was granted to 
the Soviet Union for the delivery of the terylene plant, with repay- 
ments to start in 1969. The deal with Fiat was accompanied by a 
credit of $300 million for a period of ten years. 


s, and the further sophistication of industrial struc- 
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The problem of adjusting the pattern of eastern 
European exports to western European requirements is 
also of major importance. The main problem lies in the 
difference between the high industrial level of eastern 
European countries and the relatively low share of 
manufactures and semi-manufactures in their exports to 
western Europe. It is true that eastern Europe’s exports 
to western Europe of machinery and of other manu- 
factures grew relatively fast (Table 20). For machinery, 
the growth rates were as high as for eastern Europe’s 
total machinery exports, and eastern Europe’s exports 
of “ other manufactures ” to western Europe grew faster 
than western Europe’s total imports of this commodity 
group. Thus, the share of manufactures and semi- 
manufactures in eastern European exports to western 
Europe increased. Yet this proportion remained low in 
relation to both eastern Europe’s total exports and to 
western Europe’s total imports. The most pronounced 
difference is for machinery — а commodity group which 
accounts for one-fifth of western Europe’s total imports 
and which has shown the fastest growth rate during 
recent years, yet is less than a tenth of western Europe’s 
imports from eastern Europe. 


The greater part of eastern European exports to 
western Europe (more than three-fifths) still consists of 
food, raw materials and fuels, the share of these com- 
modities in exports to western Europe being considerably 
higher than that in eastern Europe’s total exports and in 
western Europe’s total imports. Moreover, about two- 
fifths of the group “other manufactures” consists of 
base metals at a relatively low level of manufacturing. 
Further expansion of trade will depend on accelerating 
the shift from an east-west division of labour based on 
natural resources to one based on specialization in 
manufacturing. 


Finally, it must be observed that the growth of trade 
between western and eastern Europe is more closely 
determined by the commercial policies of the govern- 
ments concerned than most flows of international trade. 


New trade-promotion measures 


There are clear signs of a better understanding of 
east-west trade problems in both areas, and of the ways 
in which better use can be made of the opportunities for 
economic exchanges. The recent series of discussions 
between eastern and western European leaders has been 
accompanied by important statements about improving 
the foundations for further development of economic 
relations and particularly for giving them more long- 
term stability.4° There has also been a marked intensifica- 
tion of exchanges of commercial and industrial missions. 


40 For example, as a result of the visit of the Prime Minister of 
the Soviet Union to Paris last December, the two countries decided 
“ jointly to consider and elaborate plans for long-term co-operation 
in the sphere of trade, science and technology between both 
countries... to expand the co-operation to new fields of economy, 
science and technology . . . to promote the organization of industrial 
and technical co-operation between Soviet industrial enterprises 
and French state and private enterprises”. After discussions 
between Mr. Kosygin and Mr. Wilson in February this year, both 
sides considered desirable “ the elaboration of agreements covering 
a longer period ” and related to their prospective economic plans, 
“in order that both sides could develop productive capacities with 
the aim of increasing trade in both directions ”. 
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_ More use is being made of long-term agreements for 
ensuring a more continuous expansion of trade. During 
the past two years or so, existing long-term agreements 
have been revised and a number of new long-term 
agreements concluded by France, Italy, Denmark and 
others including Yugoslavia with eastern European 
countries, most of them covering the current five-year 
plan period in eastern Europe and providing for a further 
substantial expansion of trade. A number of these long- 
term agreements have provided for a growing share of 
manufactures in eastern European exports. In 1965-1966, 
Sweden, France, the United Kingdom, Denmark, west- 
ern Germany and others have further liberalized — though 
in different degrees — the conditions for the import of 
manufactures from eastern European countries. For 
instance, the COCOM embargo on the export to eastern 
Europe of steel pipes of large dimensions, introduced in 
1962, was abolished in November 1966. Much more 
attention has been given to such traditional trade- 
promotion methods as international trade fairs and 
exhibitions, in eastern and western Europe alike.*! 


In eastern Europe, all the new plan directives for 
1966-1970 envisage measures to create new specialized 
lines of production, and to develop existing lines, intended 
to increase the exportable supply of goods which will 
meet the demands and the standards of the world market, 
especially for engineering products.” It is intended to 
improve the finish of exportable manufactures, to develop 
advertising abroad, to create new selling channels, and 
to expand services facilities. 


Industrial co-operation 


New forms of east-west economic co-operation, trans- 
cending the traditional boundaries of east-west economic 
exchanges, have appeared. Some of the agreements for 
industrial co-operation concluded in 1964 and 1965 
have already been reported. In 1966 the earlier agree- 
ments began to be executed and a number of new agree- 
ments were concluded by trading and industrial enter- 
prises in Poland, Hungary and other eastern European 
countries with companies in the United Kingdom, Italy, 
western Germany, Sweden, Belgium and elsewhere. 


It is not yet possible to assess this new type of east- 
west economic co-operation, about which published 


“1 For example, according to the Financial Times of 8 July 1966, 
the British industrial exhibition in Moscow in July 1966 was “ the 
biggest effort ever made to sell British goods to the Soviet Union, 
and the biggest single British export effort anywhere in the world ” 
that year. 


42 ‘The directives for the 1966-1970 Plan in the Soviet Union, for 
example, contain provisions for “improving the composition of 
Soviet exports by increasing the share of machinery, equipment, 
instruments, means of transport and communications and other 
finished goods of manufacturing industry” and for “ creating, 
on the basis of a deep study of foreign markets, new specialized 
production and developing existing production in order to expand 
the output of export goods, meeting the demands of the world 
market, especially as regards the engineering industry ”. In Poland, 
it is planned to increase the exports of machinery and equipment 
to developed market economies fourfold during the period 1966- 
1970, as compared with a growth of 70 per cent in projected exports 
to all destinations. 


Pca Economic Bulletin for Europe, Vol. 17, No. 1 (November 
1965). 


information is scanty. However, certain general patterns 
may be distinguished. One of them is a kind of sub- 
contracting arrangement which provides for the delivery, 
on a continuous basis, of semi-manufactures by the 
eastern European partner to the western European 
company. In most such cases, the output is organized on 
the basis of the customer’s documentation. For example, 
Polish organizations have concluded a five-year agree- 
ment for the delivery of castings and other semi-manu- 
factures to the British company Numbrex. An agreement 
was also reached with a French company for delivery 
of certain parts for textiles equipment. Poland also 
delivers refrigerator parts to western Germany and _ 
tractors to Italy which are finished and sold by ап. 
Italian company. In some cases the agreements concern — 
the delivery of finished products. . 

A second type of co-operation is ап arrangement for } 
product specialization and exchange to cover mutual © 
needs. One example is the agreement between the Aus- — 
trian Alpine Montagesellschaft and organizations шо 
Hungary and Czechoslovakia. The partners decided to 
interchange sectional rolled steel in order to save геаа- 
justment of rolling mills and to shorten delivery times. 
The same type of co-operation is also developing between — 
the chemicals and pharmaceutical industries of Hungary ~ 
and Austria. Under one such agreement, Austria receives 
from Hungary basic materials for drug-making, technical 
know-how and finished products in exchange for speciali- 
ties made only in Austria. Under another, the Austrian 
Osterreichische Stickstoffwerke delivers annually to Hun- 
gary.250,000 tons of fertilizers in exchange for phosphate, 
benzol and phenol. 


A third pattern provides for specialization in making 
components or units, and their exchange, each partner 
assembling the final product. The agreement between 
Polish organizations and the British Steelfounders and 
Engineers is an example. The agreement provides for the 
joint production of Jones-type cranes on the basis of 
the British documentation. Each country will produce 
certain crane parts which will then be exchanged. The 
contract has been concluded for seven years and its 
total value is £5 million.“ 


Finally, in a number of cases the development of 
east-west industrial co-operation has been extended to 
co-operation in selling in third markets. For example, 
Siemens Rheiniger Werke have an agreement with 
Hungarian organizations for the joint production and 
marketing of certain components for X-ray apparatus. 
In 1966, an agreement was concluded between east 
German organizations and a group of Austrian com- 
panies for co-operation in the production of chemicals 
equipment, mainly for sale in third markets. Polish 
organizations concluded a contract with Rolls-Royce for 
the installation of Rolls-Royce motors in excavators 
produced in Poland and exported to countries where the 
British company has service networks. Last June, an 
agreement was reported for fitting Perkins diesel engines 
into the export models of Polish-made cars and commercial 
vehicles. The Polish side decided to conclude this agree- 


“4 Revue de I’économie polonaise, No. 14, 1966. 


nent because the English company offered spare parts 
_ and oe servicing facilities to all of Poland’s export 
markets. < , 

_ These four broad groups do not exhaust all the present 
types of east-west industrial co-operation. In some cases 
co-operation in production is closely connected with 
Scientific and technical co-operation. In certain other 
cases the principal aim of the arrangement, initially, is 
to supply the domestic market of the eastern European 
partner, while exports to the western European partner 
are expected to assume greater importance at a later 
_ Stage. Recently, co-operation has also begun to cover 
_ the production of durable consumer goods. The diversity 

of arrangements continues to grow. 


+ No doubt, the proportion of total east-west trade which 

“results from these co-operation agreements is still 

_ modest. Some complicated and delicate legal, commercial 

_and financial problems remain to be solved. But, even in 
present conditions, east-west industrial co-operation 
offers many opportunities for eliminating supply bottle- 
necks, for increasing efficiency and for reducing costs on 
the European level. It is a promising way of extending to 
east-west relationships the division of labour in manu- 
facturing which is normal within each area, and of 

facilitating the expansion of exports of manufactures 
from eastern to western Europe. 


A new stage in scientific and technical co-operation 


In the last two years or so, a new stage has begun in 
scientific and technical co-operation between western and 
eastern European countries. The pace of technical 
advance makes it necessary for countries to exchange 
technical information, to buy and sell licences and 
patents, to organize joint discussions on technical pro- 

‚ blems, to co-operate in the field of training and to 
arrange joint research into various problems of applied 
and basic science. Scientific and technical co-operation 
has developed greatly within both western and eastern 
Europe, but east-west co-operation has, until recently, 
been limited. The scope for its development has been 
made evident for a number of reasons. 


Rapid technological development in -eastern Europe 
has increased its importance not only as a market for 
western Europe but also as a new and important source 
of supply of technological knowledge. The expansion in 
east-west trade has included a substantial increase in 
exchanges of technically sophisticated commodities. The 
deliveries of complete factories also required scientific 
and technical co-operation between the partners. Grow- 
ing trade in equipment in both directions strengthened 
the need for standardization. 


During the last two years, thirteen bilateral inter- 
governmental agreements on “ economic, scientific and 
technical ” (or in some cases, “ economic, industrial and 
technical”) co-operation between western and eastern 
European countries have been reported.* 


45 The Financial Times, 8 July 1966. 

48 On the western side, six agreements were signed by France, five 
by Italy and two by Belgium; on the eastern side, three agreements 
were signed by Poland, and two each by the Soviet Union, 
Czechoslovakia, Hungary, Bulgaria and Rumania. 
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The new agreements provide better conditions for the 
exchange of scientific and technical documentation be- 
tween partners, for exchange of experts and technicians, 
for mixed scientific and technical conferences, and for 
mutual facilities for training scientific and technical 
personnel. Some agreements are more comprehensive, 
reflecting a rather advanced stage of co-operation be- 
tween countries. For example, the Soviet-Italian agree- 
ment also provides for: co-operation in (a) joint research 
into technological processes, designing production units 
and complex enterprises; (5) bringing the methods and 
equipment of existing enterprises up to date; (c) conduct- 
ing research on various problems of applied and basic 
science; and (d) unification, standardization and other 
measures which would improve production and techno- 
logical methods.*? The Franco-Soviet agreement also 
embraces the possibility of co-operation in research into 
methods of raising labour productivity and organizing 
production at the enterprise level.48 


Some other agreements, such as the new agreement 
between Poland and Italy, cover direct co-operation 
between industrial enterprises (co-production of finished 
articles and sub-assemblies), joint export deliveries to 
third countries and co-operation between enterprises and 
institutes engaged in mining and processing of raw 
materials.49 These agreements stimulated and facilitated 
the actual development of east-west scientific and tech- 
nical co-operation. 

Certain differences may be noted between the Soviet 
Union and other eastern European countries in the 
forms of co-operation with western Europe. From the 
available information, it seems that the most widespread 
form of co-operation between the Soviet Union and 
western Europe has been scientific and technical co- 
operation between individual big companies on the basis 
of special agreements. By the end of 1965, for example, 
thirteen agreements of this type had been reached by the 
Soviet Union’s Science and Technology Committee with 
some of the most important Italian сотралиез.50 Similar 
agreements were recently concluded with Belgian che- 
mical research organizations and with some French, 
British and Swedish companies. They generally provide 
for joint research in specific commodities, exchange of 
production experience and exchange of specialists.5! The 
Soviet Union and France have begun joint work on certain 
specific scientific and technical problems, on the basis of 
some special intergovernmental agreements. The 1965 
agreement on colour television, under which countries 
are co-operating in the production and use of the joint 


47 Ecotass, 2 May 1966. 

48 JIzvestia, 1 July 1966. 

4° Polish Economic Survey, No. 15, 1965. 

50 Ecotass, 3 January 1966. 

51 For example, the co-operation agreement with Montecatini in 
Italy provides for joint research in the sphere of polypropylene, 
synthetic fibres and synthetic rubber and for the exchange of 
specialists for several months; the agreement with France’s SNPA 
provides for the exchange of experience in the production of iso- 
pren; the agreement with Fiat covers scientific and technical co- 
operation in the construction of a motor-car factory in the Soviet 
Union, and that with Renault concerns co-operation in the auto- 
mobile industry. 
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Soviet-French system “SECAM-III”, and the 1966 
agreements for co-operation in the field of peaceful use 
of atomic energy, and for research on the cosmos, 
should be mentioned. 

Eastern European countries also started scientific and 
technical co-operation with western European companies, 
but rather more importance seems to have been given 
to the exchange of specialists, joint symposia and the 
organization of so-called “technological weeks”. The 
latter usually consist of a non-commercial exhibition of 
the technical achievements of the exhibiting country 
accompanied by lectures and symposia for the host 
engineers and technicians. 


The increase in scientific and technical co-operation 
was also reflected in an increase in east-west trade in 
licences and patents. Eastern European countries in- 
creased their purchases of licences in the West and there 
were considerable purchases by western companies in 
the Soviet Union, Poland and Czechoslovakia. A special 
company, SOFRACOP, was founded in France in order 
to facilitate trade in licences and patents with the Soviet 
Union. 


The developing scientific and technical co-operation 
between countries of western and eastern Europe is of 
independent value and may become an important factor 
for economic progress in the countries concerned. It is 
also regarded as an important factor facilitating the 
further development of mutual trade, affording opportu- 
nities for establishing contacts with a large number of 
potential clients and final consumers, especially for 
machinery and equipment. In accordance with the 
Franco/Soviet agreement, both countries will try to select 
fields of co-operation which are closely connected with 
the development of economic exchanges. The Soviet/ 
Italian agreement for economic, scientific and technical 
co-operation is particularly significant in connexion with 
the delivery by several Italian companies of complete 
plants in the Soviet Union. 


(c) Western Europe’s balances of payments with 
eastern Europe and mainland China, 1960 to 1965 


The fast expansion of east-west European trade in the 
years 1960-1965 did not, on the whole, lead to larger 
trade surpluses or deficits in the trade of individual 
countries of western Europe with eastern Europe and 
mainland China,» taken аз a group. This was subject 
to the exceptions of the relatively large trade deficits 


* Soviet and French scientists will conduct joint research on the 
70,000 million electron-volt accelerator now under construction in 
Serpukhov, near Moscow. The French side will supply а liquid 
hydrogen bubble chamber for the accelerator and the servicing 
personnel. 


53 “ Technological weeks” were arranged, for example, by 
Poland in Italy in 1965, by Italy in Poland in 1966, by France in 
Czechoslovakia in 1966, by some branches of the British machine- 
building industry in Czechoslovakia in 1965 and 1966, by the giant 
Czechoslovak engineering group Skodaworks in Paris last December 
and by the United Kingdom in Hungary in 1966. For 1967, there 
are plans for a Polish venture in Italy and British and French 
ventures in Hungary. 

54 Neue Ziircher Zeitung, 22 June 1966. 


55 Available statistics do not show eastern Europe separately. 


incurred by the United Kingdom in 1964 and 1965. | 


The expansion of east-west trade and the growth of 


other forms of economic co-operation between the two 
groups of countries led, nevertheless, to the development 
of a relatively complex pattern of payments between 
western Europe, on the one hand, and eastern Europe > 
and mainland China on the other. 

Most of the western European countries for which 
data are available had persistent trade deficits during the 
period, with the exceptions of France, western Germany 
and Austria (see Table 21). : 

The expansion of trade led to the growth of payments 
for the transportation and insurance of the commodities 
exchanged. A substantial part of payments on services 
was accounted for by such transactions. On the whole, 
the western countries experienced surpluses on this 
account during the period under review. These were 


у 


сорри 


mainly accounted for by Norway, Sweden and, to а lesser — 


extent, Greece and the Netherlands (except for 1963). 


The only relatively significant deficits on services were 
experienced by Austria (in the 1963-1965 period), Den- 
mark (in the years 1962-1965), western Germany (in 1962, 
1964 and 1965), and Italy (in 1961, 1964 and 1965). In 
the latter case, this was largely due to the fact that the 
imports were transported mainly by Soviet ships or by 
rail through eastern European countries. 


Other relatively important transactions on services 
were those of Finland in 1962 and 1964; it would appear 
that these were partly accounted for by payments for 
services rendered to the Soviet Union in connexion with 
the construction of the electric power plant at Tuuloma.* 
Relatively large amounts of net transfers were made by 
the Government of Austria in the years 1960-1963 to the 
Soviet Union under the State Treaty. Yugoslavia, on the 
other hand, benefited from transfers from Hungary for 
war reparations. 


Although it would appear that an increasing number 
of tourists from western Europe visited the countries of 
eastern Europe, the payments for the services rendered 
amounted to relatively insignificant amounts, at least to 
the extent that they have been identified statistically. 

By and large the current account was mainly deter- 
mined by the trade balance. Only in the cases of Norway 
(except in 1965) and Sweden were the trade deficits 
consistently more than offset through higher net receipts 
from shipping. 

On the whole, movements of capital by the non- 
monetary sector do not appear to have been significant. 
This was subject, however, to a few exceptions. Relatively 
important outflows of private long-term capital were 
recorded by Austria in 1965, Denmark in 1962 and 1963, 
Finland in 1964 and 1965, Italy in the years 1962, 1964 
and 1965, and the Netherlands in 1963, while France 
recorded a relatively large inflow in 1963. Apart from 
Italy in 1962 and Austria in 1965, however, none of 
these movements exceeded $15 million. All these trans- 


actions were largely accounted for by long-term trade 
credits. 


5° See Bank of Finland, Monthly Bulletin, Vol. 37, No. 6, June 
1963, page 20, and Vol. 39, No. 6, June 1965, page 21. 


Short-term private capital assumed а relatively signi- 
ficant role in Denmark in 1960-1962, and in Finland in 
1961, 1963 and 1965; these were presumably accounted 
or by trade credits of an original maturity of 12 months 

г less. This item was also of some importance in France 
throughout the period under review, but the figures 
given are known to include non-monetary gold which is 
normally included in the current account. 


__ Government loans assumed some importance in 
Finland in the years 1961-1965, mainly because of 
drawings on Soviet loans; in Sweden in 1960 and 1962- 
_ 1965, accounted for by repayments on the postwar loan 
to the Soviet Union; and in Yugoslavia in the years 
1961-1963, accounted for both by government trade 
credits and by loans. 


In the monetary sector, the transactions of commercial 
_banks were of some importance in Austria and France 
“in 1964 and 1965, in western Germany in 1960 and 1964, 

in Italy in 1963 and 1965, in the Netherlands in 1964 
and in Sweden in 1963. Settlements through the central 
monetary institutions were on the whole negligible, apart 
from Finland and Yugoslavia throughout the period 
under review, Austria in 1962-1964, Sweden in 1962, 
ate and 1965, Italy in 1964 and western Germany in 
1965. 


A substantial part of the payments, in all the years 
considered, appears to have been multilateral. Such 
settlements, together with net errors and omissions, are 
by definition equal to the discrepancies in the other 
items of the balance of payments.*” 


57 To the extent that these discrepancies are not accounted for 
by errors and omissions (which are shown to be negligible for the 


5. RECENT DEVELOPMENTS IN 


European Economic Community (EEC) 


For the EEC, the major development in the field of 
trade policies in the past year was the agreement in the 
summer of 1966 оп the terms and conditions of a common 
agricultural policy. The first significant advance towards 
this policy was made on 10 May 1966 when agreement 
was reached on the establishment of the farm fund, as 
well as the target prices for a number of agricultural 
commodities. Under the terms of the agreement the 
fund will have at its disposal $1.6 billion, half of which 
is to be provided by import levies on foodstuffs, and the 
other half by member countries directly, in the following 
proportions: France 32.0 per cent, western Germany 
31.2 per cent, Italy 20.3 per cent, the Netherlands 8.2 per 
cent, Belgium 8.1 per cent, and Luxembourg 0.2 per cent. 
The proceeds of the fund are to be used partly to sub- 
sidize exports of foodstuffs to non-member countries 
while the rest will be made available for financing the 
modernization of various sectors of agriculture within 
the community. 


Two months later the Six reached agreement on the 
outstanding issues of the common agricultural policy and 
thereby concluded the long series of negotiations which 
commenced six years earlier when the Commission made 
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Multilateral settlements reflect the fact that a substan- 
tial part of east-west trade is not settled in the currencies 
of the trading partners but in third currencies, pre- 
sumably largely sterling and dollars. Most western 
European countries — notable exceptions being Fin- 
land, Greece, Spain, Turkey and Yugoslavia — by now 
have arrangements with eastern European countries for 
payements in transferable or convertible currencies. 
Hence the need for eastern European countries to hold 
assets in dollars, part of which are placed in the Euro- 
dollar market.5® The ultimate means for obtaining such 
currencies (and, therefore, of financing deficits with the 
western European countries) by the Soviet Union has 
been the sales of gold to the west. These amounted, 
according to the estimates of the International Monetary 
Fund, to $2,265 million in the years 1960-1965. 


countries and years for which they are available separately), they 
are attributable to three main reasons: (a) transactions in merchan- 
dise may be allocated to a country other than that with which the 
financial settlement is made; (b) the country of the foreign party 
with which a foreign transaction is settled may not coincide with the 
country whose currency is used for payment; (c) changes in liabi- 
lities of the types used in international settlements may result from 
settlements of other countries’ transactions that do not directly 
enter into the reporting country’s balance of payments. See Inter- 
national Monetary Fund, Balance of Payments Yearbook, Vol. 16, 
pages 14-15. 


58 See secretariat document TRADE/176 and Addenda 1 to 26. 


59 See Bank for International Settlements, Thirty-fifth and Thirty- 
sixth Annual Reports, Basle 1965 and 1966, pages 141 and 145 
respectively. 


80 The Soviet Union gold sales were as follows (millions) : $200 in 
1960, $360 in 1961, $215 in 1962, $550 in 1963, $450 in 1964 and 
$550 in 1965 (IMP, International Financial Statistics, February 1967). 


РоглстЕ$ AFFECTING TRADE 


its first proposals in this field. A common external tariff 
for agricultural products will be established by 1 July 1968 
and a single agricultural policy, with uniform prices 
throughout the Community and common marketing 
arrangements, will then be in operation. 


In addition to this decision to establish internal free 
trade in agricultural products over the next two years 
and the steps by which this is to be achieved, agreement 
was also reached in May on the remaining reductions in 
tariffs on industrial goods, namely a 5 per cent. cut on 
1 July 1967, and the removal of the final 15 per cent 
on 1 July 1968 when the Community’s common external 
tariff will come into force. The abolition of all tariffs on 
industrial goods will result in the attainment of free 
trade in these goods within the EEC eighteen months 
earlier than the date envisaged in the Treaty of Rome — 
and also at the same time as the proposed completion 
of free trade in agriculture — although a year later than 
the date proposed by the Commission in January 1965. 


The breaking of the deadlock within the EEC also 
enabled the Six to complete an agreement with Nigeria, 
which was signed in Lagos in July 1966. Nigeria thus 
became the first of the former British colonies to gain 
associate status with the Community. Under the terms 


of this agreement Nigerian products will be allowed 
duty-free entry into the EEC, although tariff-quotas are 
imposed on certain products: palm products, cocoa, 
tropical timber and groundnut oil. In return, Nigeria 
agreed to abolish customs — but not revenue — duties 
on 26 items from the EEC, which together accounted 
for 4 per cent of its total imports. Although this agree- 
ment is more limited in scope than the Convention of 
Association concluded between the EEC and the former 
French colonies in Africa,®*! it nevertheless marks a 
significant extension of the principle, contained in that 
Convention, of discriminatory treatment in favour of 
certain developing countries. 


European Free Trade Association (EFTA) 


On 31 December 1966, the final 20 per cent of tariffs 
on intra-EFTA trade in industrial goods was removed, 
resulting in the creation of an industrial free trade between 
members of this trading bloc three years ahead of the 
original schedule laid down by the Stockholm Conven- 
tion. However, duties will continue to be levied on some 
industrial goods imported into Norway until January 
1970, and until January 1980 for Portugal. Finland, an 
associate member of EFTA, made a cut of 10 per cent 
in its tariffs on imports from EFTA countries at the end 
of 1966; it is due to abolish the final 10 per cent a year 
later on most goods. 

The removal of the remaining 10 per cent of the United 
Kingdom import surcharge at the end of November, 
announced six months previously, helped to alleviate the 
somewhat strained relations that had existed between 
the United Kingdom and its EFTA partners following 
the imposition of the surcharge in October 1964. Because 
of balance-of-payments difficulties, Finland introduced 
early in 1966 a system of quotas on imports of passenger 
motor-cars. These quotas, which were intended to reduce 
imports by about one-third, were distributed to importers 
in proportion to their imports of passenger motor-cars 
in 1965. 

Following the failure of the policy of “ bridge-building ” 
between EFTA and EEC to lead to any concrete proposals 
for closer relations between the two trading blocs, 
growing interest was shown by certain EFTA countries 
during the course of the year in the possibility of a 
renewed application for membership of the EEC. F inally, 
on 10 November 1966, the United Kingdom Government 
announced its decision to undertake soundings among 
the member countries of the EEC to determine whether 
conditions existed that would make it possible to re-open 
negotiations for British membership of the Community. 
In making the announcement, the British Prime Minister 
stated that “the Government are approaching the dis- 
cussion ... with a clear intention and determination to 
enter EEC if, as we hope, our essential British and 
Commonwealth interests can be safeguarded ”.62 


A month later, at the invitation of the United Kingdom 
Government, a meeting of the Heads of Government of 
all the EFTA countries was held in London to discuss 


вт See Economic Bulletin for Europe, Vol. 16, No. 1, page 90. 
82 The Times, 11 November 1966. 


the subject of economic integration in western Europe. 
The communiqué issued after the meeting stated that: 
“The other Ministers welcomed the British move as an 
important step along the road to determining the pros- 
pects for a solution to the question of European economic 
integration in which they could all participate in an 
appropriate manner. All Ministers reaffirmed their 
intention of keeping in the closest consultation with 
each other on the development of their policies and of 
their discussions with members of the European Econo- 
mic Community. They will review the position as it 
develops at any level which the situation at that moment 
may require ”.83 

Early in 1967 the British Prime Minister and Foreign 
Secretary began their “ soundings ” in the capitals of the 


: 
3 
: 


EEC. On the completion of these discussions, early шо 
March, a decision is awaited as to whether the United © 
Kingdom will now request the opening of formal nego- © 


tiations for entry. However, this decision may be delayed 
until the conclusion of the Kennedy Round negotiations 
(see below), since the outcome of these tariff-cutting 
negotiations could obviously have an important bearing 
on the future relationship between EFTA and EEC. 


When the British Prime Minister addressed the Council 
of Europe on 23 January 1967, he stated that should 
the Government decide to enter into negotiations for 
entry, he hoped that these negotiations would be on 
“a minimum of broad issues and not on an infinity of 
details ”. It is apparent that one of these broad issues 
— possibly the major issue — to be resolved in any such 
negotiations would again be agriculture: in his Stras- 
bourg address, Mr. Wilson singled out for particular 
mention the problems created by the financial aspects 
of the Community’s agricultural policy. A further issue 
that has recently come to assume increasing importance 
— at least in the eyes of some members of the Commu- 
nity — in the context of a British application for member- 
ship is the question of sterling, both as regards its under- 
lying strength and its role as a reserve currency. 


Austria, because of its foreign trade dependence on 
the EEC, has continued to seek a special arrangement 
with the Six. The first stage of the negotiations between 
Austria and the EEC was concluded in February 1966. 
But considerable difficulties still remain, quite apart from 
the institutional problem raised by Austria’s neutral 
status: the timing and stages of the internal tariff reduc- 
tions between Austria and the Six; Austria’s substantial 
trade with eastern Europe, which would be exempt from 
the common external tariff in the event of Austria’s 
association with the EEC; and the question as to whether 
Austria would be required to adopt immediately the 
common external tariff on imports from its present 
EFTA partners, or whether the process would be a 
gradual one. 


Council for Mutual Economic Aid (CMEA) 


The activity of CMEA in 1965 and 1966 centred on 
the co-ordination of national long-term plans and the 
conclusion of corresponding trade agreements, which 


83 See EFTA Bulletin, Vol. VII, No. 8, December 1966, page 1. 


provide for а considerable increase in intra-area traed 
during the 1966-1970 period. These activities were carried 
out ш a somewhat broader context than in the past, 
since the reforms of the systems of economic manage- 
“ment that have been undertaken in each of these coun- 
tries stimulated the search for more effective types of 
_ co-operation, while foreign trade has been given a rather 
_ more active role to play in economic development than 
in the past: this applies both to the individual countries 
_ and to the region as a whole. Moreover, the search for 
_ greater efficiency in mutual co-operation and trade has 
provoked widespread demands for the solution of a 
_ number of problems (such as the problem of price 
_ т@айуе$, of some multilateralization of economic rela- 
tions among CMEA countries and of at least partial 
convertibility of transferable roubles) which have tended 
in the past to limit the scope for mutual co-operation, 
including the activity of the CMEA Bank.® Some 
progress has in fact already been made towards the 
solution of these problems, but much more is hoped for 
in the next few years, when new decisions should be 
taken. However, substantial improvements in the effi- 
ciency of co-operation and foreign trade cannot be 
expected in the immediate future, particularly since these 
decisons — not yet completed—tend to show their 
effects with a certain time-lag. 


+ 


The first steps have been taken, or are to be taken 
early in 1967, towards the solution of the price problem. 
The reforms in the field of economic management have 
already removed some price anomalies. However, much 
still remains to be done in this field; since a wide margin 
of difference still exists between costs and price relatives 
in individual CMEA countries, and between prices in 
these countries and world market prices. Some countries, 
such as Czechoslovakia and Hungary, intend to close the 
gap between their prices and world market prices by 
measures to be taken successively in the course of the 
next few years. Thus, for the time being, domestic prices 
in eastern European countries cannot be used for deci- 
sions concerning co-operation and foreign trade. Instead, 
so-called world market (stop) prices ® will continue to 
be applied, but they will now be subject to larger adjust- 
ments than in the past since it is intended that they will 
reflect more closely some of the peculiarities present in 
eastern markets and outputs. Moreover, for the products 
that are subject to specialization, so-called contractual 


64 Except in raw materials, where interdependence is already very 
high, specialization has not been extended very far as yet. For 
instance, in machinery —the field of manufacturing where co- 
operation was most extensive — output specialized on the basis of 
CMEA recommendations accounted for 6 per cent of regional 
machinery output in 1964 and for 14 per cent of regional exports 
of machinery. In countries such as Czechoslovakia, the former 
percentage amounted to some 5 per cent. 

85 The effectiveness of the compensation scheme, applied in mutual 
trade and operated by the CMEA Bank, tended to be limited by 
prior bilateral settlements of trade, payments, price and credit 
issues. 

вв Since 1 January 1966, these prices have been computed on the 
basis of the world market prices which prevailed in the 1960-1964 
period. Some new prices were introduced in the course of 1966 and 
further new prices are expected to be introduced in 1967, but any 
change will be retroactive to 1 January 1966. 
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prices (sometimes negotiated on a multilateral basis) 
have been increasingly applied. It has been agreed that 
these prices should also reflect international costs and 
quality and should not differ appreciably from the world 
market prices for such products. However, larger depar- 
tures from the latter are advocated for the products 
whose capital intensity is above the world average (labour 
costs are not mentioned, even though in some countries 
manpower is a scarcer factor than capital) but which it 
is nevertheless desired to produce in the CMEA area. 
It is stated that such departures would prevent a deterio- 
ration in the terms of trade (measured by capital costs 
per unit of output) of the member countries which 
specialize in the output of such products. The calculation 
of price relatives that would not introduce new anomalies 
is, of course, an immensely complex task. 


The granting of credits to other countries for the 
production of certain commodities has been suggested as 
a supplement to contractual prices.** Following the idea 
of the introduction of economic prices and costs in 
internal outputs and external relations, it is now advo- 
cated that those facilities which had in the past been 
extended free of charge should in future be traded, and 
at economic prices (but with some reduction for less 
developed CMEA countries). This should help to elimi- 
nate certain inefficiencies. For instance, duplications in 
production which were stimulated by free access to 
licences and patents would be less likely to arise. Also, 
low interest rates on short-term credits have been men- 
tioned as an anomaly which has undermined discipline 
in the fulfilment of foreign trade plans and led to the 
appearance of idle balances in the mutual trade of 
member countries. 


The problem of multilateralism in economic relations 
among CMEA countries is seen in these countries in 
the context of planning. For the moment it does not 
extend beyond a certain degree of multilateral co-ordina- 
tion of activities in certain fields — such as transport, 
energy supplies and steel production—and beyond 
informative multilateral consultation concerning national 
plans (which has now been extended to investment plans) 
and long-term trade agreements. However, even though 
the latter consultations are a novelty in the CMEA 
—with some positive effects on co-operation — the 
overwhelming importance accorded to bilateral trade 


67 A number of Soviet economists argue that their country suffers 
a disadvantage from specializing in the output of raw materials, 
because the latter are much more capital intensive (per unit of 
output) than the manufactured products in which their partners 
specialize. This disadvantage is expected to increase still further as 
output of new materials in the Soviet Union moves further east- 
wards involving additional overhead costs. Similar arguments have 
been put forward by some Polish economists concerning the costs 
of agricultural output. 

68 Some such credit schemes already exist. Czechoslovakia grants 
credits for the development of copper and sulphur in Poland, as 
does eastern Germany for the development of coal production; 
Poland has granted a credit of 70 million roubles to the Soviet 
Union to open new ore mines and subsidiary processing; Czecho- 
slovakia has an agreement with the Soviet Union to finance the 
extension of oil output in the latter country, and the Soviet Union 
has proposed the conclusion of similar agreements with other 
countries (see Komunist, 18/1966, page 20). Credit is used mainly to 
pay for deliveries of machinery. 
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balances, and the bargaining over prices between pairs 
of countries, tends to limit severely the scope for multi- 
lateralism. There is also a suggestion to extend the 
compensation scheme to non-member countries (pre- 
sumably to developing countries where the problem of 
settlement in convertible currency does not arise), which 
would undoubtedly contribute to improvements in the 
foreign trade system. Without better price and foreign 
exchange systems, however, the advance towards full 
multilateralism will inevitably be rather slow. 

The problem of partial convertibility has been raised 
in connexion with the long-term current account sur- 
pluses that certain member countries have tended to 
run in their trade with their CMEA partners. Since such 
surpluses represent almost interest-free credits they tend 
to discourage mutual trade. Partial convertibility of 
transferable roubles (the rouble used for the settlement 
of balances in mutual trade of CMEA countries) is 
advocated as a remedy, since it would not only solve, 
at least partly, the problem of imbalances but would also 
broaden the scope of multilateralism, make it easier to 
eliminate the distinction between “hard” and “ soft” 
commodities and encourage mutual trade. It was decided 
in October 1965 that the contribution of $30 million to 
be paid to the CMEA Bank in 1966 should be made in 
convertible currency. Similar decisions may be expected 
in future years. Moreover, the CMEA Bank has been 
building up its reserves in convertible currencies by 
charging a commission on all transactions it makes in 
such currencies: in 1965 alone, such transactions amount- 
ed to roughly $2 billion. It seems that the prospect of 
providing the amount of convertible currencies necessary 
for partial convertibility of transferable roubles rests 
more with the latter method than with the decisions 
concerning the contributions to the basic capital of the 
Bank. However, adequate foreign currency reserves held 
by the CMEA Bank is not the only precondition for 
making transferable roubles convertible. 


The intensification of co-operation is also sought by 
means of the extension of specialization to a more refined 
level of production, compared with the present system 
of specialization by rather broad categories of production. 
This would check the tendencies towards duplication 
which has been stimulated by the tendency to establish 
all branches in each country. In the view of a number 
of eastern European economists, it would also ease the 
payments difficulties and reduce the problem that arises 
from differences in factor intensities of specialized 
outputs. 


General Agreement on Tariffs and Trade (GATT) 
Progress in the Kennedy Round negotiations in the 
second half of 1965 and the early months of 1966 was 
affected by the difficulties experienced by the EEC,” 
which prevented the Community from extending its 
negotiating mandate and, in particular, from joining in 
submitting an offer of concessions on agricultural pro- 
ducts other than cereals. Although eleven industrial 


6° For further discussion of this issue, see the Polish journal 
Finance, No. 2/1965, page 13. 


7° See Economic Bulletin for Europe, Vol. 17, No. 1, page 6. 


as 


countries submitted their lists of agricultural offers in 


September 1965, because of the absence of the EEC they 
excluded from their lists products of particular interest 
to the EEC member countries and the ensuing negotia- 
tions consequently only covered a limited range of 
commodities. 

During this period a real possibility existed that the 
prospects of a successful outcome to the entire Kennedy 
Round negotiations might be jeopardized by the inability 
of the Six to reach agreement on the terms of a common 
agricultural policy and thus partake in GATT negotia- 
tions affecting agricultural products. For not only did 


ty 


this deadlock seriously diminish the chances of an | 


effective agreement on reducing tariffs in the agricultural 


sector of world trade, but the United States Government | 


stated that in the absence of a liberalization of European 
trade in agricultural commodities it would be forced to 
considerably revise its previous offers of tariff reductions 
on industrial goods. Such a development would undoubt- 
edly have been followed by similar moves on the part of 
the other industrial countries. Thus the agreement 
reached during the summer of 1966 on a common agri- 
cultural policy for the Six considerably improved the 
prospects for the Kennedy Round. The chances of the 
negotiations resulting in an appreciable reduction in 
international barriers to trade now appear to be reason- 
ably bright, even though the reductions are likely to 
fall short of the original target of a 50 per cent linear 
cut across-the-board — possibly an average reduction of 
industrial tariffs of between 20 and 30 per cent spread 
over.the next five years. However, it appears probable 
that there will be a greater number of exceptions than 
originally envisaged. 

In addition to the agreement covering agricultural 
commodities — the details of which, apart from cereals, 
have not yet been published —the EEC also agreed, 
in June 1966, on the concessions to be offered on alumi- 
nium, and paper and pulp. For aluminium, the Six 
decided to withhold their 9 per cent external tariff from 
the Kennedy Round negotiations, and instead to offer 
foreign suppliers a 5 per cent tariff-quota of 100,000 tons, 
with a possible duration to the agreement of five years. 
A zero tariff-quota of 420,000 tons was proposed for 
newsprint, with a 7 per cent duty to be applied to imports 
in excess of this quota, and the offer on pulp was for 
a halving of tariffs at 3 per cent. However, these pro- 
posals were considered disappointing by some of the other 
countries chiefly concerned with these particular commo- 
dities, and agreement may prove difficult in these sectors. 
Chemicals, where the American Selling Price Law is a 
source of irritation to the European exporting countries, 
is one sector in which little progress appears to have 
been made. The EEC and the United Kingdom have 
rejected the United States offer to convert the protection 
effectively provided by this system of duty assessment 
into equivalent tariff terms and then reduce this tariff by 
50 per cent. The negotiations concerning steel also 
remain deadlocked, principally over the EEC’s decision 
to seek compensation in the Kennedy Round for its 
unilateral tariff reductions in 1958. Agreement in this 
sector may also be endangered by recent pressure from 
United States producers for increased protection. 
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